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Preface 


The  Boom  in  Office  Buildings  was  originally  prepared  as  a  staff 
economic  study  for  the  Board  of  Governors  of  the  Federal  Reserve 
System.  The  materials  and  analysis  presented  in  it  are  based  partly 
on  numerous  interviews  held  over  a  period  of  time  with  office-building 
lenders,  developers,  brokers,  managers,  and  others  in  several  cities. 
While  credit  is  due  to  many  persons  who  contributed  ideas,  the 
following  deserve  special  mention:  Bernard  N.  Freedman,  Royal 
Shipp,  and  Alfred  J.  Telia  of  the  Board's  staff,  Frank  R.  Garfield, 
formerly  of  the  Board's  staff,  and  Ernest  M.  Fisher,  the  author's 
father.  The  analyses  and  conclusions  set  forth  are  those  of  the 
author,  however,  and  do  not  necessarily  indicate  concurrence  by 
other  members  of  the  Federal  Reserve  research  staffs,  by  the  Board 
of  Governors,  or  by  the  Federal  Reserve  Banks. 
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Introduction 


This  background  study  explores  the  postwar 
construction  boom  in  office  buildings,  in  terms 
of  supply,  demand,  financing,  and  leasing.  The 
analysis  focuses  on  a  form  of  fixed  investment 
that  has  been  undergoing  the  first  production 
boom  in  a  generation,  financed  largely  by  a 
rapid  expansion  in  mortgage  credit.  With  a 
checkered  history  of  boom  and  bust,  office  build- 
ing activity  at  the  present  time  raises  questions 
about  the  course  of  output,  employment,  and 
income  likely  to  be  generated  by  the  industry 
in  the  future. 

Office  buildings  share,  to  some  extent,  cer- 
tain economic  characteristics  that  all  types  of 
income-producing  real  estate  have  in  common. 
Each  property  type  is  exposed  in  varying  de- 
gree to  changes  in  ways  of  producing  and  dis- 
tributing goods  and  services,  and  to  shifts  in 
the  location  of  urban  activities.  Each  functions 
in  markets  where  the  demand  for  usable  space 
tends  to  be  more  flexible  over  the  short  run 
than  the  supply  of  it.  Each  is  sensitive  in  some 
measure  to  changes  in  the  cost  and  availability 
of  mortgage  funds.  Each  provides  multiple  op- 
portunities for  income  and  employment. 

This  study  suggests  how  these  economic  char- 


acteristics pertain  in  the  special  case  of  office 
buildings.  Emphasis  is  placed  on  certain  as- 
pects of  office  buildings  that  affect  their  value 
as  loan  collateral.  Still  other  aspects  are  ex- 
plored that  influence  the  ability  of  office  build- 
ings to  generate  revenues  adequate  to  repay  any 
credit  advanced  against  them.  These  and  other 
features  are  obviously  of  interest  to  real  estate 
lenders,  borrowers,  developers,  occupants,  ap- 
praisers, managers,  and  brokers.  They  also 
have  implications  for  output,  employment,  con- 
sumption, and  financing  within  the  nation's 
entire  economy.1 


1  For  related  studies  about  income-producing  prop- 
erties, see  Robert  Moore  Fisher,  "The  Knowns  and 
Unknowns  in  Lending  on  Income  Producing  Proper- 
ties," The  American  Banker,  October  1964,  p.  30ff.  and 
The  Mortgage  Banker,  November  1964,  p.  12ff. ;  "Some 
Economic  Aspects  of  Income-Producing  Real  Estate," 
in  Essays  in  Urban  Land  Economics  (Los  Angeles: 
UCLA  Press,  1966),  pp.  217-233;  "The  Quality  of  Real 
Estate  Credit,"  in  1966  Proceedings,  Business  and  Eco- 
nomic Statistics  Section,  American  Statistical  Associa- 
tion, pp.  218-224;  and  Royal  Shipp  and  Robert  Moore 
Fisher,  "The  Postwar  Boom  in  Hotels  and  Motels,"  a 
Federal  Reserve  Staff  Economic  Study  (see  Federal 
Reserve  Bulletin,  December  1965,  p.  1703). 
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Summary  of  the  Study 


As  part  of  the  postwar  boom  in  plant  and 
equipment  expenditures,  new  office  buildings 
have  accounted  for  a  small  but  slowly  increas- 
ing share  of  the  nation's  annual  capital  forma- 
tion in  real  estate.  By  1965,  outlays  for  private 
office  buildings  probably  exceeded  $2*4  billion, 
and  were  31/2  per  cent  of  the  record  aggregate 
expenditures  for  all  types  of  new  construction, 
as  shown  in  Chart  1.  Also,  several  hundred 
million  dollars  were  laid  out  for  new  public 
office  buildings,  and  an  additional  large  but 
unknown  amount  of  funds  was  used  to  finance 
the  transfer,  refinancing,  and  modernization  of 
older  office  buildings.  Through  most  of  1966, 
office  building  activity  remained  strong. 

The  office  building  boom  which  began  in 
the  early  1950's  has  been  the  longest  and  largest 
one  on  record  in  the  United  States.  The  record, 
however,  stretches  back  no  further  than  100 
years  or  so,  for  office  buildings  as  a  special- 
ized type  of  construction  and  as  a  particu- 
lar form  of  loan  collateral  generally  date  no 
earlier  than  the  nineteenth  century.  They 
emerged  at  that  time  largely  in  response  to  the 
needs  of  a  growing  and  increasingly  bureau- 
cratic society  and  the  era  of  the  organization 
man. 

Since  1946,  perhaps  a  third  or  more  of  all 
new  office  buildings  have  been  erected  for 
owner  occupancy  rather  than  for  speculative 
rental.  This  surprisingly  large  share  of  cus- 
tom construction  has  been  sponsored  by  public 
as  well  as  by  private  owners.  Construction  to 
order  has  assured  a  degree  of  continuity  in 
developing  and  managing  the  structures  that 
is  unusual  for  most  types  of  income-producing 
properties.  The  striking  role  played  by  public 
and  private  owner-occupancy  of  office  buildings, 
in  fact,  has  belied  the  classification  of  these 
structures  solely  as  a  type  of  rental  "income 
producing"  property. 


Many  private  sponsors,  especially  financial 
institutions,  have  ordered  office  buildings  for 
their  own  occupancy.  Pending  future  expan- 
sion plans,  these  owners  have  often  set  aside 
some  floor  space  for  open-market  rental.  This 
practice  has  at  times  pre-empted  tenants  from 
speculative  buildings  —  on  which  the  same 
financial  institutions  may  hold  mortgages  — 
whose  landlords  have  no  ties  with  their  tenants 
as  business  clients  or  customers.  Such  competi- 
tive pressures  appear  to  be  unique  to  office 
building  markets. 

Continuance  of  the  office  building  boom  in 
its  present  form,  then,  depends  partly  on  the 
expectations  of  institutional  sponsors  whose 
plans  often  look  well  into  the  future.  Their 
decisions  thus  tend  to  be  less  influenced  by 
near-term  prospects  of  marketing  completed 
floor  space  that  dominate  the  outlook  of  specu- 
lative developers.  This  situation  poses  the  pos- 
sibility of  actions  by  institutional  owners  that 
may  disrupt  local  markets  over  the  short  term. 

Postwar  office  construction  has  been  limited 
to  date  by  three  striking  aspects  that  set  office 
markets  apart  from  those  of  other  types  of 
income-producing  properties.  These  features 
include  exceptionally  low  turnover  rates  of 
existing  office  occupants,  minimal  demolition 
of  older  office  buildings,  and  widespread  con- 
version of  other  structures  to  office  use.  In  the 
coming  years,  all  three  features  may  prove  to 
be  less  restrictive  than  they  have  been. 

If  so,  a  larger  share  of  total  new  office  con- 
struction in  the  future  will  go  toward  replacing 
outmoded  floor  space  that  has  been  demolished. 
Also,  aggregate  construction  will  respond  more 
sensitively  to  any  changes  in  the  rate  of  ex- 
pansion of  aggregate  demand.  Future  construc- 
tion may  well  become  more  volatile  as  a  result. 
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The  Sky  is  the  Limit 

Judging  from  press  announcements  and  from 
contracts  being  let,  a  substantial  volume  of 
office  floor  space  remains  to  be  completed  with- 
in a  number  of  major  areas  during  the  next 
two  or  three  years.  Individual  buildings  or 
planned  projects  containing  record  amounts  of 
floor  space  are  now  under  way  or  being  planned 
in  such  places  as  New  York  City,  Chicago,  Los 
Angeles,  and  San  Francisco.  Their  completion 
will  tend  to  dominate  available  local  supplies  of 
high-quality  floor  space  in  the  future,  just  as  a 
few  new  large  buildings  have  often  done  in  the 
past.  These  large  structures  will  continue  to 
pose  a  source  of  potential  instability  in  the  in- 
dustry, despite  the  lack  of  secrecy  about  plans 
once  development  has  started  and  despite  the 
long  period  of  time  it  takes  to  finish  them. 

The  prospect  of  still  bigger  individual  office 
buildings  falls  in  line  with  a  long  trend  toward 
larger  scale  in  development.  During  each  suc- 
cessive  construction  boom  within  the  United 
States,  the  average  size  of  office  buildings  (in 
terms  of  floor  space)  has  probably  tpnHprl  to 
increase,  at  least  in  centraj  business  districts. 
Advantages  of  larger  scale  have,  in  effect,  more 
than  offset  the  disadvantages.  In  facilitating 
the  trend  toward  larger  scale,  greater  progress 
has  been  made  toward  improving  techniques  of 
high-rise  construction  and  changing  building 
design  than  toward  assembling  larger  sites. 

Not  only  has  the  scale  of  postwar  office 
buildings  often  been  relatively  large,  in  com- 
parison with  prewar  construction,  development 
costs  ppr^sgjjpyp  fnnt  nf  floor  space  in  office 
buildingjs_also  have  tended  to  run  higher  than 
for  most  other  types  of  income-producing  prop- 
erties. As  a  result,  exceptionally  large  capital 
outlays  have  been  expended  for  some  new  office 
buildings  and  projects.  Correspondingly  large 
needs  for  capital  financing  have  been  gener- 
ated. Impressive  additions  have  been  made  to 
local  tax  bases  and  to  the  nation's  physical 
wealth. 

The  substantial  volume  of  office  buildings 
scheduled  for  near-term  completion  may  well 
test  local  markets  more  severely  than  in  the 
earlier  postwar  period  when  demand  backlogs 
were  large.  The  outlook  obviously  threatens  the 
growing  number  of  older  office  buildings  ac- 
cumulated from  earlier  investment.  In  certain 


areas,  vacancy  rates  —  particularly  in  prewar 
structures  lacking  the  most  up-to-date  facili- 
ties —  have  been  rising  for  some  time,  at  least 
through  early  1965,  to  levels  that  may  be  close 
to  critical.  Thereafter,  some  improvement  prob- 
ably took  place  through  late  1966. 

The  long  iipj^nj  in  yaranrv  Ea±as^ among 
older  buildings  resulted  in  part  from  substan- 
tial  suburban  construction  that  provided  an  un- 
precedented range  of  locational  choice  for  ten- 
ants. The  increase  in  vacancies  undoubtedly 
dampened  the  rise  in  rents  within  older  struc- 
tures. As  an  alternative  to  new  high-cost  con- 
struction, older  buildings  offer  the  potential 
attraction  and  threat  of  cheaper  rents  for  floor 
space  of  lower  quality  and  prestige  value. 

Space  for  the  Organization  Man 

Postwar  office  buildings  have  accommodated 
a  rapidly  expanding  form  of  economic  activity. 
Such  activity  includes  clerical,  administrative, 
executive,  and  professional  occupations  in  many 
different  industries.  No  single  industry  domi- 
nates the  total. 

The  postwarupsurge  in  demand  for  floor 
space  in  office  blIIIcTmgs~appears  to  reflect  three 
main  influences.  First,  there  has  been  a  sharp 
increase_in_lh£_totaXjvi^me  of  office  activities. 
Despite  growing  use  of  electronic  computers  and 
other  office  equipment,  this  increase  has  been 
accompanied  by  a  rapid  expansion  in  employ- 
ment of  office  workers.  Secon^there4*a&  Prob- 
ably been  an  increase  in  the  share  of  total  office 
activities  and  total  office  enrpioyment  that  has 
been  accommodated  in  office  buildings  rather 
than  in  other  kinds  of  facilities.  Third,  there 
appears  to  have  been  an  increase  in  the  average 
amount  of  floor  space  occupied  per  worker  in 
office  buildings,  partly  to  provide  room  for  more 
office  machines  and  equipment. 

Several  of  these  underlying  demand  factors 
may  now  be  in  the  process  of  slackening.  Back- 
logs of  demand  for  high-quality  floor  space  in 
new  prestige-type  structures  —  unmet  for  two 
decades  after  the  mid-1 930's  —  may  now  have 
been  worked  down  in  many  major  areas.  If  so, 
demand  for  floor  space  in  new  buildings  may 
have  become  even  more  postponable  than  be- 
fore and  more  dependent  on  future  prospects 
for  the  general  economy.  It  may  also  have  be- 
come more  volatile  in  places  where  a  relatively 
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few  large  organizations  have  come  to  hold 
strong  bargaining  positions  in  negotiating  for 
floor  space.  The  postwar  growth  in  number  of 
failures,  and  in  failure  rates,  among  selected 
industrial  and  commercial  enterprises,  particu- 
larly of  firms  with  large  liabilities,  serves  as  a 
cautionary  note.  So  does  the  widespread  extent 
of  renting  by  public  bodies  under  leases  sub- 
ject to  30-day  cancellation  clauses. 

Even  so,  aggregate  demand  for  floor  space 
in  office  buildings  seems  likely  to  continue  to 
expand,  albeit  at  a  somewhat  slower  pace  than 
in  the  late  1950's  and  early  1960's.  The  postwar 
rise  in  the  number  of  white-collar  workers 
seems  certain  to  continue  as  the  economy  moves 
still  further  toward  service-oriented  activities. 
Also  certain  is  a  continued  growth  in  profes- 
sional, technical,  and  administrative  employees 
who  consume  larger-than-average  amounts  of 
office  floor  space  per  person.  Whether  techno- 
logical influences  will  dampen  or  accelerate  the 
aggregate  growth  rate  in  office-type  occupations 
remains  to  be  seen. 

Greater  use  of  computers  and  other  auto- 
mated office  equipment  and  wider  resort  to  more 
efficient  means  of  management  and  communica- 
tion may  well  bring  dramatic  longer-run 
changes  in  the  regional  focus  of  demand  for 
office  floor  space.  One  possible  clue  may  lie  in 
the  fact  that  Chicago's  postwar  boom  to  date 
has  been  much  smaller  than  it  was  in  the 
1920's.  Manhattan's,  on  the  contrary,  has  been 
much  larger. 

Occupancy  of  floor  space  in  public  or  private 
office  buildings  by  Federal,  state,  and  local  gov- 
ernments and  agencies  has  proliferated.  Local 
prospects  for  the  construction  or  leasing  of 
floor  space  in  privately-owned  buildings  ac- 
cordingly depend  partly  on  anticipations  about 
future  floor  space  requirements  of  public  ten- 
ants, and  the  degree  to  which  they  will  be  met 
by  publicly-owned  structures.  This  element  of 
uncertainty  distinguishes  office  markets  from 
those  of  many  other  types  of  income-producing 
real  estate  lacking  any  public  demand  for  floor 
space. 

Some  stimulus  to  the  future  demand  for  of- 
fice floor  space  will  arise  from  further  branch- 
ing and  mergers  by  private  and  public  estab- 
lishments as  well  as  from  more  general  re- 
quirements of  growth.  Such  changes  may  often 
be  accommodated  best  in  new  buildings  with 


adequate  floor  space  available  to  consolidate 
the  operations  of  merged  or  expanded  tenants. 

Capital,  Income  and  Outgo 

The  construction,  refinancing,  rehabilitation, 
and  turnover  of  office  buildings  have  given  rise 
to  large  annual  needs  for  financing.  The  forms 
and  sources  of  such  financing  vary  with  type 
of  ownership  (private  or  public)  and  type  of 
tenure  (owner  or  renter).  A  broader  range  of 
choice  ordinarily  exists  among  forms  and 
sources  of  financing  private  office  buildings 
than  for  many  other  types  of  income-producing 
properties.  Loan  terms  on  private  office  build- 
ings tend  to  be  somewhat  more  liberal,  too, 
often  reflecting  the  use  of  relatively  long-term 
leases. 

Tightening  monetary  policy  seems  likely  to 
influence  the  availability  and  cost  of  financing 
private  office  buildings  less  promptly,  and  to 
a  smaller  extent,  than  it  affects  the  availability 
and  cost  of  financing  homes.  The  lesser  sensi- 
tivity of  office-building  financing  stems  from 
differences  in  sources  of  funds  as  well  as  in 
types  of  sponsors.  It  also  results  from  differ- 
ences in  scale  of  development. 

Terms  of  financing  new  office  buildings  are 
often  related  closely  to  terms  of  occupancy. 
High  occupancy  rates  in  privately-owned  struc- 
tures make  for  large  rent  rolls  (or  the  equiva- 
lent) and  greater  financial  success  in  opera- 
tion. Both  favor  loans  attractive  to  borrowers, 
especially  when  backed  by  long-term  leases. 

Substantial  leasing  of  floor  space  in  new 
private  buildings  is  often  —  but  not  invari- 
ably —  a  prerequisite  to  permanent  financing. 
This  requirement  shifts  some  of  the  financial 
risk  of  successful  operation  from  permanent 
lenders  to  construction  lenders.  It  tends  to  en- 
courage owners  of  new  buildings  to  grant  con- 
cessions and  to  assume  the  unexpired  leases  of 
incoming  tenants,  if  necessary,  in  order  to  build 
up  occupancy  quickly.  These  and  other  prac- 
tices make  for  negotiated  leasing  contracts  and 
rental  quotations  that  are  far  from  standard- 
ized in  all  details. 

Reported  experience  in  operating  older  office 
buildings  appears  to  have  fallen  short  of  ex- 
pectations underlying  the  beginning  of  the 
boom  in  the  early  1950's.  Annual  net  operating 
income,  however,  has  generally  continued  up, 
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except  in  1965.  Ordinarily,  these  net  revenues 
serve  as  the  sole  current  source  of  funds  avail- 
able to  meet  whatever  periodic  payments  may 
fall  due  toward  principal  and  interest  on  bor- 
rowed funds.  With  moderately  high  ratios  of 
operating  expenses  to  operating  income,  office 
buildings  stand  vulnerable  to  sharp  cyclical 
downturns  in  the  economy  to  the  extent  that 
occupancy  is  not  assured  at  earlier  rent  levels 
by  long-term  leases. 

Nationwide  information  about  office  build- 
ings leaves  wide  room  for  improvement.  The 
scarcity  of  good  statistics  reflects  the  wide  va- 
riety of  "office  buildings,"  the  fragmented  struc- 
ture of  the  industry,  and  the  absence  of  public 
programs  directed  toward  it.  What  data  are 
published  fall  short  of  giving  complete  —  or 


often  adequate  —  coverage  even  for  certain  bits 
of  information. 

There  is  a  need  for  better  periodic  data  about 
the  amount,  use,  operation,  and  financing  of 
office  buildings.  Steps  toward  improvement 
seem  warranted  in  view  of  the  important  role 
of  office  buildings  in  terms  of  capital  forma- 
tion, employment,  national  wealth,  local  tax 
bases,  rental  income,  and  loan  collateral.  Na- 
tional efforts  could  well  be  directed  toward  im- 
proving our  benchmark  intelligence  about  many 
types  of  non-residential  real  estate,  including 
office  buildings.  Steps  already  taken  in  a  few 
places  toward  developing  current  local  statis- 
tics about  office  building  sales,  foreclosures, 
occupancy,  completions,  operating  experience, 
and  other  indicators  show  what  could  be  done 
in  other  cities. 
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The  office  boom  started  in  many  localities  no 
sooner  than  the  early  1950's.  It  followed  more 
than  twenty  years  of  minimal  building  activity. 
During  this  long  period  of  slack  output,  a  con- 
siderable backlog  of  demand  accumulated  for 
office  space,  especially  in  prestige-type  struc- 
tures. 

Toward  the  end  of  World  War  II,  occupancy 
in  office  buildings  reached  peak  rates  that  were 
close  to  100  per  cent.  Thereafter,  the  use  of 
floor  space  remained  quite  high.  But  six  to 
eight  years  or  more  elapsed  in  numerous  cities 
before  expectations  about  the  profitability  of 
erecting  and  operating  new  office  buildings 
ripened  to  the  point  that  substantial  new  out- 
lays seemed  justified.  The  lag  reflected  in  part 
widespread  anticipations  —  never  realized  —  of 
a  major  business  recession  some  time  after  the 
end  of  the  war. 

Office  construction  during  the  early  postwar 
years  was  limited  by  certain  special  govern- 
mental controls  in  force  from  time  to  time  over 
most  types  of  construction.  Federal  controls 
were  laid  down  on  selected  building  materials 
shortly  after  World  War  II  ended  and  again 
between  1950  and  1952.  Terms  of  mortgage 
credit  on  nonresidential  construction,  includ- 
ing office  buildings,  were  subject  between  Feb- 
ruary 1951  and  September  1952  to  the  pro- 
visions of  Regulation  X,  as  administered  by 
the  Federal  Reserve  Board. 

Rents  in  private  office  buildings,  however, 
were  controlled  only  in  New  York  City,  and 
solely  in  existing  structures.  A  New  York  State 
law,  passed  in  1945,  froze  office  rents  in  New 
York  City  at  early  1944  levels.  Later  amend- 
ments  released  rents  for  vacant  office  space 
from  control  after  early  1950.  All  other  office 
rents  were  decontrolled  after  mid-1963. 

Despite  these  periodic  limitations  on  ma- 
terials, credits,  and  rents,  new  office  construc- 
tion increased  sharply  in  1946  from  minimum 
wartime  levels.  Then  it  tended  up  further  over 


the  next  few  years,  and  kept  gathering  mo- 
mentum to  emerge  as  a  nationwide  boom  to- 
ward the  mid-1950's.  (Charts  1  and  2)  Since 
then,  it  has  accounted  for  a  small  but  slowly 
increasing  share  of  all  new  capital  formation 
in  real  estate.  New  investment,  indeed,  has 
more  than  doubled  during  the  past  decade. 

Although  the  nationwide  office-building  boom 
developed  in  the  early  1950's,  different  cities 
experienced  booms  that  varied  both  in  pace  and 
in  timing,  depending  partly  on  whether  dating 
is  In  term's  of  starts  or  completions,  or  number 
of  buildings  or  number  of  square  feet  of  floor 
space.  The  record,  as  might  be  expected,  dif- 
fered between  downtown  and  suburban  areas, 
due  to  the  localized  nature  of  real  estate  mar- 
kets. Local  booms  were  preceded  or  accom- 
panied in  many  places  by  substantial  renova- 
tion of  older  office  buildings  and  conversion  of 
other  types  of  structures  to  office  use.  Reno- 
vation of  older  buildings  often  represented  a 
local  competitive  response  to  the  completion  of 
the  first  new  office  bjilding  in  a  generation. 

Within  several  cities,  office-building  booms 
were  under  way  by  late  1950.  The-xhieJLplace 
was  Manhattan,  where  20  new  office  buildings 
had  been  ~§tarted-and  completed  by  this  date. 
In  a  few  other  cities,  including  Pittsburgh, 
some  major  new  office  buildings  had  been 
started,  foreshadowing  completions  one  or  more 
years  later. 

Measured  in  terms  of  completions,  office 
booms  in  the  central  business  districts  of  San 
Francisco  and  Los  Angeles  were  relatively 
minor  until  about  1955.  Major  new  office  build- 
ings appeared  somewhat  later  in  Philadelphia 
(about  1956)  and  in  Chicago  and  Minneapolis 
(1957).  They  came  still  later  in  cities  like 
Seattle  (1959),  Boston  and  Milwaukee  (1960), 
and  Baltimore  (1962). 

A  widely  publicized  share  of  the  postwar 
construction  boom  has  been  concentrated  in 
such  financial,  political,  or  business  centers  as 
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Chart  1 

Private  Office  Building  Construction 


Billions  of  dol lors 
3.0 


As  Share  of  Total  Construction 


1946         48      50       52       54       56       58       60       62  64 


SOURCE:  See  Appendix 


Chart  2 

Permits  for  Private  Office  Construction 


Chicago,  Los  Angeles,  New  York  City,  San 
Francisco,  and  Washington,  D.  C.  Contrary  to 
popular  belief,  however,  these  metropolitan 
areas  have  accounted  for  only  a  minor  share  of 
the  boom,  judging  from  data  on  building  per- 
mits. Between  1954  and  1965,  they  accounted 
for  less  than  two-fifths  of  the  value  of  all  per- 
mits issued  for  office  buildings.  More  than 
three-fifths  of  all  office  construction,  in  other 
words,  occurred  elsewhere. 

The  construction  of  new  office  buildings  has 
accordingly  become  a  widely  dispersed  business. 
Home  builders,  who  often  specialized  solely  in 
house  construction  during  the  early  postwar 
period,  gradually  diversified  their  activities  in 
later  years.  By  1964,  an  average  of  one  in 
every  twelve  home  builders  replying  to  a  ques- 
tionnaire distributed  by  the  National  Associa- 
tion of  Home  Builders  reported  doing  some 
office  construction.  Four-fifths  of  all  6,000 
larger  construction  contractors  other  than 
house  builders  surveyed  by  Engineering  News 
Record  in  1965  indicated  that  they  did  some 
commercial  work  like  office  building  during  the 
years  between  1961  and  1963. 

Local  building  firms,  in  fact,  have  erected 
the  majority  of  new  office  buildings.  Even  the 
biggest  builders  of  offices  in  New  York  City  — 
such  as  Diesel,  Fuller,  Perini,  Tishman,  Turner, 
and  Uris  —  operate  at  any  one  time  in  only  a 
few  other  places.  An  entirely  different  roster 
of  names  accounts  for  much  office  construction 
in  Washington,  D.  C.  —  Ajax,  Blake,  Cafritz, 
McShane,  Smith,  and  Tompkins.  For  certain 
firms,  it  may  be  that  "the  evolution  of  building 
careers  is  from  small  apartment  to  larger 
apartment  structures  and  then  to  office  con- 
struction." 1  If  so,  this  tendency  may  help  to 
explain  why  the  office  boom  emerged  later  than 
the  apartment  boom  in  a  number  of  places. 

Ownership  of  both  new  and  existing  office 
buildings  is  also  quite  localized  and  fragmented. 
Within  any  particular  metropolitan  area,  a 
single  owner  may  control  a  number  of  build- 
ings. But  he  ordinarily  holds  only  a  minor 
share  of  the  total  office  floor  space.  Local 
dominance  —  if  it  occurs  —  seems  to  be  more 
typical  of  office  management  and  leasing  ac- 
tivities than  of  ownership. 

The  largest  single  owner  of  office  buildings, 
of  course,  is  the  Federal  government.  Its  na- 


1  Daniel  M.  Friedenberg,  "How  to  Make  a  Quick 
Million,"  Esquire,  June  1965,  p.  123. 


tional  holdings,  running  into  the  thousands  of 
structures,  far  exceed  those  of  any  one  private 
investor.  The  largest  life  insurance  company 
owns  no  more  than  30  office  buildings,  includ- 
ing company  premises.  The  real  estate  company 
of  Webb  and  Knapp,  Inc.,  controlled  fewer  than 
30  office  buildings  at  the  height  of  its  power. 
The  real  estate  investment  company  with  the 
largest  current  number  of  buildings  also  owns 
fewer  than  30. 

Custom  Building 

Custom  office  construction  for  public  owners 
and  for  private  business  corporations  and  finan- 
cial institutions  has  been  an  integral  feature  of 
the  postwar  boom.  Office  buildings  erected  to 
the  order  of  the  occupant  (or  his  affiliate) 
have  helped  to  satisfy  a  desire  for  prestige- 
type  monumental  structures  sited  at  locations 
selected  by  the  sponsors.  Ample  floor  space 
can  often  be  built  to  meet  a  sponsor's  longer 
term  needs  as  well  as  his  immediately  fore- 
seeable office  requirements.  Pending  future  ex- 
pansion needs  of  the  sponsor,  floor  space  cur- 
rently in  excess  can  be  rented  to  tenants  spe- 
cifically approved  by  him.  Since  these  office- 
building  sponsors  often  have  substantial  re- 
sources of  their  own,  they  may  finance  the 
structures  with  their  own  funds,  or  may  nego- 
tiate loans  or  sales-leaseback  arrangements  at 
favorable  terms.  In  at  least  one  state,  owner- 
occupancy  by  certain  types  of  private  financial 
institutions  has  been  encouraged  by  remission 
of  property  taxes  on  the  office  buildings  to  the 
extent  that  the  sponsors  pay  certain  business 
taxes. 

Even  in  Manhattan,  custom  building  has  been 
larger  than  might  be  expected  for  a  market  area 
dominated  by  speculative  development.  Roughly 
a  fourth  of  all  Manhattan/s  postwar  space  has 
been  built  in  owner-occupied  office  buildings 
only  partly  for  rent,  or  in  so-called  non-com- 
petitive buildings  used  entirely  by  the  owner 
or  the  tenant  for  his  own  use. 

Custom  construction  in  many  other  major 
cities  has  been  more  frequent  than  in  Man- 
hattan. About  half  of  all  new  office  space  com- 
pleted in  Washington,  D.  C.  between  1960 
and  1966  was  in  public  or  private  buildings 
that  were  largely  owner-occupied.  In  Chicago 
through  1960,  "of  the  34  postwar  additions  to 
office  space  by  new  construction,  29  were  con- 
structed by  government  agencies,  nonprofit  or- 
ganizations, insurance  companies,  or  other  busi- 
ness firms,  each  of  which  occupied  part  or  all 
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of  its  building  after  it  was  completed."  2  In 
both  cities,  speculative-type  construction  ap- 
pears to  have  become  more  common  recently. 

The  extent  of  custom  office  construction  has 
partly  reflected  widespread  building  by  com- 
mercial banks,  savings  and  loan  associations, 
mutual  savings  banks,  and  life  insurance  com- 
panies. The  aggregate  reported  value  of  the 
premises  owned  by  these  institutions,  and  used 
for  their  offices,  increased  more  than  fivefold 
over  the  postwar  period.  By  1964,  it  reached 
$6.6  billion.  Altogether,  the  institutions  owned 
office  buildings  whose  value  far  exceeded  the 
total  assessed  valuation  of  all  taxable  office 
buildings  in  New  York  City  ($3.7  billion). 

Another  source  of  custom  construction  has 
come  from  the  public  sector  of  the  economy. 
Public  construction  probably  aggregated  as 
much  as  10  to  20  per  cent  of  total  office  build- 
ing between  1956  and  1965.  Thus,  Federal, 
state,  and  local  government  construction  ac- 
counts for  a  good  deal  more  building  activity 
in  office  markets  than  in  housing  markets 
(about  3  per  cent)  or  in  hotel-motel  or  retail- 
trade  markets  (none). 

A  dramatic  instance  of  public  sponsorship 
is  the  proposed  multi-million-square-foot  World 
Trade  Center  in  Manhattan.  It  will  be  operated 
by  the  Port  of  New  York  Authority.  Contrary 
to  the  policy  followed  in  most  publicly-owned 
buildings,  some  office  floor  space  in  the  Center 
will  be  available  for  rental  to  private  tenants. 

The  unusually  large  role  played  by  public  and 
private  owner-occupancy  of  office  buildings  has 
implications  for  the  timing,  costs,  and  financing 
of  office  construction  as  well  as  for  the  occu- 
pancy and  operation  of  completed  buildings. 
Unfortunately,  not  all  statistical  information 
about  office  buildings  distinguishes  between 
owner  and  renter  occupancy.  Nor  does  it  all 
cover  both  public  and  private  sectors  of  the 
market. 

Costs 

Dependent  on  an  ample  supply  of  develop- 
ment capital,  postwar  office  construction  re- 


2  See  "Office  Building  Construction  in  Manhattan, 
1947-1967,"  published  by  the  Real  Estate  Board  of  New 
York  (1964)  and  prepared  by  its  Research  Depart- 
ment; "Office  Building  Construction,  Washington,  D.  C, 
1960-1966,"  published  by  the  Washington  Board  of 
Realtors  (1965)  ;  and  "Central  Area  Office  Space  Study, 
City  of  Chicago,"  summary  of  a  study  prepared  for 
the  City  of  Chicago  Department  of  City  Planning  by 
the  Real  Estate  Research  Corporation  (July  1960). 


sponded  in  various  localities  to  the  pressures 
of  cumulative  growth  that  developed  at  differ- 
ent times  in  underlying  demand  for  high  quality 
floor  space.  These  pressures  gradually  made 
new  production  seem  feasible  even  at  the  high 
costs  per  square  foot  for  sites  and  buildings 
that  are  typical  of  office  developments. 

Relatively  high  development  costs  —  plus  the 
large  scale  of  many  downtown  office  buildings 
—  have  resulted  in  substantial  individual  in- 
vestments. The  two  most  valuable  private 
properties  in  New  York  City  are  postwar  office 
buildings  —  the  Chase  Manhattan  Building 
($88  million)  in  the  financial  district  and  the 
Pan  Am  Building  ($81  million)  uptown,  as 
measured  by  1965-66  property  tax  assessments. 
The  third  most  valuable  structure  is  the  prewar 
Empire  State  Building  ($56  million). 

Besides  capital  expended  by  owners  for  land 
and  buildings,  occupants  may  lay  out  large 
sums  for  improving  their  suites  with  fixtures, 
often  including  partitioning.  Such  expendi- 
tures may  run  as  high  as  a  year's  rent.  They 
may  accordingly  be  equivalent  to  a  tenth  or 
more  of  total  site  and  construction  costs. 
According  to  one  realty  brokerage  firm: 

"Due  to  the  personnel-dictated  need  of  being 
in  midtown  locations,  many  business  machine 
tenants  have  had  to  lease  standard  office  space 
[in  Manhattan,  Chicago,  Boston,  or  Washington] 
which  is  not  initially  geared  to  their  specialized 
tenancy.  This  has  required  additional  invest- 
ments on  the  part  of  the  tenant  (either  directly 
paid  by  the  tenant  or  amortized  over  the  term 
of  the  lease  as  extra  rent).  These  include  the 
reinforcing  of  floors  from  50  to  125  lbs.  per 
square  foot,  raised  floors,  increased  power  re- 
quirements, special  air  conditioning  and  humidity 
equipment  for  24  hour  operations,  and  increased 
capacity  of  fi-eight  elevators  to  4500  lbs."  3 
The  desire  to  write  off  these  outlays  over  a 
period  of  years  helps  to  explain  why  tenants 
may  bargain  for  long-term  leases. 

When-Jandlords  rather  than  tenants  bear  the 
direct  expense  of  these  improvements,  office 
space  is  offered  more  ~on  a  ready-to-occupy 
"turn-key"  basis  like  hotel-motel  space.  In  that 
case,  outlays  for  office  fixtures  tend  to  be  capi- 
talized in  higher  rents.  As  a  result,  they  do 
not  constitute  a  minimum  capital  prerequisite 
that  the  tenant  must  meet  as  a  condition  of 
occupancy. 


3  "1965  Studley  4-City  Report  on  the  Business  Ma- 
chine Industry,"  Julien  J.  Studley,  Inc.,  New  York, 
1965. 
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Postwar  changes  in  the  amount  and  quality 
of  services  typically  provided  by  new  office 
buildings  have  been  reflected  in  costs  of  de- 
velopment, and  in  associated  financing  require- 
ments. Central  air  conditioning  with  individ- 
ual controls,  accoustical  ceilings,  high-intensity 
lighting,  electronic  passenger  elevators,  cafe- 
terias, auditoria,  off-street  loading  platforms, 
interior  automobile  parking,  and  heavy-duty 
floors,  electrical  cables,  and  freight  elevators 
have  worked  in  the  direction  of  higher  con- 
struction costs  per  square  foot  of  usable  office 
floor  space.  On  the  other  hand,  lower  ceilings, 
curtain  wall  construction,  and  building  designs 
featuring  a  higher  ratio  of  usable  floor  space 
to  total  floor  space  have  worked  toward  some 
reduction  in  cost  requirements.  All  these 
changes  suggest  that  floor  space  in  postwar 
office  buildings  comes  packaged  in  a  different 
fashion  from  floor  space  in  prewar  structures. 
This  is  one  of  several  differences  that  compli- 
cate long-term  comparisons  of  office  rents, 
building  costs,  and  operating  experience. 

Upward  pressure  on  costs  of  developing  post- 
war office  buildings  have  emerged  from  the 
widespread  extent  of  custom  construction. 
Structures  erected  to  the  order  of  the  owner- 
occupant  —  rather  than  on  speculation  —  may 
involve  considerations  of  development  costs 
weighted  in  favor  of  monumental  buildings 
serving  partly  as  symbols  of  business  or  gov- 
ernment status.  Indeed,  one  writer  has  asserted 
that  "in  general,  while  the  monument  building 
can  still  turn  a  profit,  there  is  no  economic  case 
for  building  one  unless  the  builder  can  charge 
off  the  additional  profits  forgone  to  the  pre- 
sumed advertising  value  of  occupying  distinc- 
tive quarters.  Which  usually  means  that  the 
builder  has  to  be  the  tenant,  rather  than  a 


speculator  creating  space  for  tenants  unknown 
to  him  all  during  the  planning  stages."  4  A 
number  of  business  firms  have  come  to  spe- 
cialize during  the  postwar  period  in  consulting 
on  the  design  of  these  monumental  buildings. 

Suburban  construction  —  in  outlying  loca- 
tions where  site  costs  may  be  lower  and  building 
codes  less  strict  than  downtown  —  has  been  a 
distinctive  aspect  of  the  postwar  office  boom. 
In  many  smaller  places,  it  has  accounted  for 
all  new  office  floor  space  added  since  1946. 

These  suburban  office  buildings  —  usually 
offering  free  off-street  automobile  parking  — 
have  often  been  built  in  association  with  shop- 
ping centers,  branch  offices  of  financial  institu- 
tions, or  medical  centers.  Elaborate  suburban 
executive  office  parks,  with  several  buildings 
erected  in  a  planned  development,  have  been 
announced  near  such  cities  as  Atlanta,  Hono- 
lulu, Philadelphia,  Oklahoma  City,  and  Wash- 
ington, D.  C. 

Another  postwar  adaptation  of  offices  to  the 
automobile  age,  in  effect,  has  eliminated  site 
costs  and  minimized  construction  costs.  To 
match  the  mobile  library  and  the  mobile  home, 
there  is  now  the  mobile  office.  A  number  of 
branches  of  banks  and  savings  and  loan  asso- 
ciations have  been  located  in  trailers  which 
circulate  through  outlying  neighborhoods.  To- 
day, at  least  one  title  insurance  company  op- 
erates a  mobile  office  in  a  cruising  van  designed 
to  "carry  the  process  of  closing  a  real  estate 
transaction  directly  to  the  principals  con- 
cerned." 


4  Daniel  Seligman,  "The  Future  Office-Building 
Boom,"  Fortune  Magazine,  March  1963,  p.  87. 
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Postwar  office  construction  in  many  locations 
has  been  dominated  by_a  relatively  few  Jaxge 
structures.  Numerous  small  new  office  build- 
ings  have  been  scattered-tJiroughout  our  urban 
areas,  especiallvjn  the  suburbs.  But  they  have 
ordinarily  accounted  for  a  minor  share  of  total 
new  floor  space. 

The  avejraj[e_new  postwar  office  building,  in 
fact,  has  been  surprisingly  small,  partly  re- 
flecting  .  widespread  suburban  construction. 
During  1965,  the  average  new  private  office 
building  was  valued  at  only  $153,500,  just 
slightly  more  than  the  building-permit  value  of 
the  average  new  private  apartment  house.  The 
building-permit  figures  —  even  after  upward 
adjustment  for  understatement  —  suggest  that 
the  average  new  private  office  building  in  1965 
probably  contained  no  more  than  15,000  or  so 
square  feet  of  floor  space.  This  was  close  to 
the  average  of  17,600  square  feet  of  floor  space 
in  new  state  and  local  public  office  and  court 
buildings  erected  between  1961  and  1966.1 

Even  so,  most  new  postwar  office  floor  space 
has  probably  been  concentrated  in  a  few  large 
buildings,  especially  those  located  within  cen- 
tral business  districts  of  larger  metropolitan 
areas.  Do;milowii_jQffice_Jbuildings  with  larger 
and  larger  amounts  of  floor  space  have  been 
erected  in  an  effoii7^o~capifalize  on^economies 
of  scale  associated  with  the  demand  side  as  well 
as  with  the  supply  side  of  the  market,  as  de- 
tailed later.  Many  local  office  markets,  accord- 
ingly, have  been  highly  sensitive  to  the  decisions 
of  a  handful  of  major  owners  about  whether  or 
not  to  erect  one  new  building  each,  and  when. 
In  the  typical  larger  city,  only  one  or  two  large 
public  or  private  office  buildings  may  account 
for  a  substantial  majority  of  the  new  floor  space 


1  Andrew  Kinane,  "Public  Office  and  Court  Build- 
ings," in  State  and  Public  Facility  Needs  and  Financ- 
ing, A  Study  Prepared  for  the  Subcommittee  on  Eco- 
nomic Progress  of  the  Joint  Economic  Committee,  I, 
Public  Facility  Needs  (Washington,  D.  C;  USGPO, 
1966),  p.  684. 


completed  in  any  one  year,  or  over  a  longer 
period. 

The  tendency  for_a  few  large,  new  buildings 
to  dominate  local  markets  for  higji^aualTtv  office 
space  follows  in_part  from  the  limited  annual 
production  of  new  structures.  Corn_p_ared  with 
other  tyjjeA_of_ccgislrii£tiQn,  office4mikiin^s_con- 
stitute  a  rare  specimen.  Among  3,014  permit- 
issuing  localities,  there  was  an  average  of  only 
three  building  permits  issued  in  1965  per  local- 
ity for  new  private  office  buildings.  In  contrast, 
there  were  seven  permits  per  locality  for  new 
apartment  houses,  nine  for  new  stores,  and  190 
for  new  single-family  houses. 

The  dominance  of  a  few  large  structures  in 
metropolitan  office  markets  can  be  documented 
for  several  cities.  New  office  buildings  in  Man- 
hattan accounted  for  29  per  cent  of  all  new 
office  buildings  completed  in  New  York  City 
between  1959  and  1965,  according  to  City 
Planning  DepartmehT~~data.  Bui__Manhattan 
structures  accounted  for  94  per  cent  of  all  new 
floor  space.  This  reflected  the  fact  that  the 
average  new  office  building  in  Manhattan  con- 
tained 37  times  as  much  floor  space  as  the 
average  office  building  in  the  four  other  City 
boroughs  combined. 

In  Manhattan  itself,  202  new  postwar  office 
buildings  with  71  million  square  feet  of  floor 
space  were  completed,  or  scheduled  for  com- 
pletion, by  1966.  Of  this  total,  the  20  largest 
buildings  accounted  for  more  than  a  third  of 
the  floor  space.  The  40  largest  buildings  —  or 
a  fifth  of  the  total  number  —  accounted  for 
more  than  a  half  of  all  floor  space. 

Relatively  few  large  structures  have  also 
dominated  new  office  construction  in  Washing- 
ton, D.  C,  Chicago,  and  Los  Angeles  (to  a 
lesser  extent).  Despite  the  limit  on  building 
height  in  Washington,  D.  C,  the  17  largest 
office  buildings  completed  there  between  1960 
and  1966  accounted  for  an  eighth  of  all  new 
buildings  but  for  more  than  two-fifths  of  all 
new  floor  space.  In  downtown  Chicago,  the  six 
largest  office  buildings  completed  in  the  Loop 


between  1949  and  1965  accounted  for  less  than 
a  fourth  of  all  new  buildings  but  for  a  half  of 
all  new  office  floor  space  (excluding  space  in 
additions  or  conversions).  In  the  dispersed  Los 
Angeles-Orange  County  area,  the  14  largest 
postwar  office  buildings  completed  between  1947 
and  1965  accounted  for  an  eighth  of  all  new 
buildings  but  for  a  third  of  all  new  floor  space. 

Only  -a-few  large  new^simctures,  therefore, 
may  exert  a  marked  impact  on  annual  additions 
to  the ~To"c~aT  supply  of  immediately  available 
office  floor  space.  In  Manhattan,  more  new 
above-grade  floor  space  was  completed  during 
1963  in  only  11  privately-owned  competitive 
office  buildings  than  was  reported  as  standing 
vacant  in  383  existing  buildings  surveyed  early 
that  year  in  which  vacancy  rates  averaged  4.7 
per  cent.  In  Washington,  D.  C,  15  private  com- 
petitive buildings  were  completed  in  1964  with 
a  total  of  over  900,000  square  feet  of  floor 
space.  This  was  more  than  four  times  the 
amount  of  vacant  floor  space  (of  varied  quality) 
reported  in  92  older  buildings  surveyed  earlier 
in  the  year  in  which  vacancy  rates  averaged 
3.2  per  cent.  In  downtown  Chicago,  more  office 
floor  space  was  completed  in  four  new  buildings 
in  1965  than  stood  vacant  in  160  older  buildings 
toward  the  end  of  1964,  when  vacancy  rates 
averaged  5*4  per  cent. 

Removals  and  Conversions 

The  local  supply  of  available  office  floor  space 
depends  on  more  than  completions  of  new 
buildings  and  vacancies  in  older  structures.  It 
also  depends  on  how  much  office  floor  space  is 
removed  through  demolition  or  other  means 
and  how  much  is  added  through  conversion.  So 
far,  postwar  removals  have  probably_befin-small 
ancTconversions  have  beenjarge,  in  view  of  a 
strong  underlying  demand  for  office  floor  space. 

The  small  net  volume  of  postwar  removals 
and  the  large  volume  of  conversions  have  re- 
flected the  fact  that  private  and  public  demand 
for  office  space  constitutes  a  very  intensive 
high-rent-paying  use  of  floor  space  in  down- 
town areas.  Hence,  relatively  few  office  build- 
ings have  been  demolished  to  make  way  for 
structures  designed  to  accommodate  other  more 
intensive  types  of  activities.  When  office  build- 
ings have  been  demolished,  they  have  usually 
been  replaced  by  even  larger  ones. 

Postwar  demolition  activity,  in  fact,  has  gen- 
erally run  in  the  opposite  direction.  Intensive 
demands  for  office-building  sites  have  stimu- 
lated the  demolition  of  other  types  of  struc- 


tures. A  recent  dramatic  case  is  the  razing  of 
the  46-story  Morrison  Hotel  to  make  way  for 
a  60-story  headquarters  office  building  of  the 
First  National  Bank  of  Chicago.  Apart  from 
initial  costs  of  land,  the  costs  and  time  involved 
in  clearing  centrally-located  sites  help  to  ex- 
plain why  development  outlays  for  new  down- 
town office  buildings  are  large  and  development 
periods  are  long. 

Demolition  of  existing  office  buildings  tends 
to  be  limited,  too,  by  opportunities  to  refurbish 
them.  Modernization  may  enable  the  owner  to 
maintain  the  original  height  and  site  coverage 
of  his  building  which  would  no  longer  be  per- 
missible for  newly-built  structures  under  up- 
dated zoning  requirements.  It  can  pay,  then, 
to  modernize  within  the  shell  of  an  existing 
office  building  rather  than  demolish  and  rebuild 
from  the  ground  up.  Such  modernization  pro- 
vides a  source  of  higher  quality  floor  space  that 
may  escape  local  statistical  series  covering  only 
new  buildings.   

Finally,  demolition  may  be  checked  by  the 
possibility  of  holding  down  rents  in  older  non- 
modernized  buildings  in  order  to  meet  compe- 
tition. Older  structures  with  lower  property- 
tax  liabilities,  fewer  tenant  services  such  as 
air  conditioning,  and  (possibly)  lower  debt- 
service  requirements  may  be  in  a  position  to 
offer  floor  space  at  bargain  rents.  The  potential 
competition  to  new  construction  of  older  lower- 
rent  buildings  (whether  modernized  or  not) 
has  been  rising  as  their  number  has  grownT 

The  turnover  of  the  existing  stock  through 
demolition  accordingly  tends  to  be  small.1  Even 
the  "temporary"  government  office  buildings 
erected  in  Washington,  D.  C,  during  World 
War  I  lasted  more  than  a  generation;  some  still 
continue  in  use.  In  Manhattan's  central  busi- 
ness district  where  many  older  buildings  were 
razed  to  make  way  for  new  ones,  annual  demo- 
lition of  office  floor  space  during  the  1957-65 
period  still  averaged  no  more  than  0.5  per  cent 
of  the  stock  standing  at  the  beginning  of  any 
one  year.  In  downtown  Chicago,  the  average 
ratio  was  only  0.2  per  cent  between  1946  and 
1964.  (Chart  3)  Similar  comprehensive  statis- 


1  This  tendency,  in  turn,  limits  the  "echo  effect"  of 
the  subsequent  bunching  of  replacements  following  a 
spurt  in  new  construction.  Cf.  Dale  W.  Jorgenson, 
"Anticipations  and  Investment  Behavior,"  in  James  S. 
Duesenberry  et  al,  eds.,  The  Brookings  Quarterly  Eco- 
nometric Model  of  the  United  States  (Chicago:  Rand 
McNally,  1965),  Chap.  2. 
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Chart  3 
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tics  for  other  cities  do  not  seem  to  be  readily 
available.2 

With  rather Jow  demnlitinn_rates,  office  build- 
ings  —  whether  modernized  or  not  —  may 
stand  for  generations.  In  Chicago,  a  fourth  of 
the  downtown  office  floor  space  built  90  years 
earlier  (during  the  1870-79  decade)  was  still 
in  use  in  1966,  according  to  data  of  the  Chi- 
cago Building  Managers  Association.  A  third 
of  the  space  built  80  years  earlier,  and  two- 
thirds  of  the  floor  space  built  70  years  earlier, 
was  in  use.  Practically  all  of  flr>or__£HPpp 
erected  since  the  year  1Q00  still  reported 
as  standing. 

Nor  have  many  office  buildings  been  con- 
verted to  other  uses  instead  of  being  razed. 
With  postwar  office  demand  strong.  mflsLcon- 
versions  in  use  have  been  into  the  office  stock. 
Many  structures  such  as  hotels,  loft  buildings, 
apartrnenLJiQUses,  or  large  old  homes  have 
been  modif4ed-4?©*^oin\ce-use.  The  high  propen- 
sity to  convert  older  structures  to  office  use  — 
and  the  low  propensity  to  convert  office  space 
to  other  uses  —  may  have  made  conversion 
into  the  office  stock  a  potentially  more  im- 
portant way  of  increasing  the  postwar  supply 
than  has  been  the  case  for  many  other  types  of 
real  estate. 

"In  Chicago,  more  office  floor  space  was 
reportedly  added  in  the  Loop  area  between 
1945  and  1960  through  conversion  than 
through  new  construction,  reflecting  in  part 
the  late  emergence  of  the  downtown  building 
boom  and  particularly  restrictive  limits  in 
force  between  1942  and  1955  on  the  height 
or  size  of  new  buildings  there.  The  postwar 
conversion  of  the  huge  Merchandise  Mart 
from  a  display  warehouse  largely  to  an  office 
building  was  a  notable  example  of  this  type 
of  activity.  In  Philadelphia,  conversion  of 
'five  existing  buildings  that  had  been  origi- 
nally designed  for  purposes  other  than  busi- 


2  The  nationwide  ratio  for  housing  units  demolished 
annually  during  the  1950's  averaged  about  0.4  per  cent 
of  the  national  stock  of  dwellings  standing  at  the  be- 
ginning of  the  year.  This  ratio,  of  course,  related  to 
housing  outside  central  areas  as  well  as  within  them. 
The  guideline  lives  currently  suggested  by  the  U.S. 
Treasury  Department  for  depreciating  assets  for  fed- 
eral income  tax  purposes  are  as  follows:  apartments, 
40  years;  dwellings,  45  years;  office  buildings,  45  years. 
These  lives  imply  an  average  annual  depreciation  rate 
of  over  1.5  per  cent. 


ness  or  professional  offices'  accounted  for 
about  a  fourth  of  all  commercial  office  floor 
space  added  from  1956  through  1959."  3 

Turnover  of  Occupancy 

The  supply  ofoffice  floor  space  placed  on  the 
market  during  any  length  of  time  depends  on 
the  turnove^-oiL  occupancy  in  existing  build- 
ings, in  addition  to  the  volume  of  new  comple- 
tions, conversion,  and  demolition,  and  the 
amount  of  vacant  floor  space  available  at  the 
beginning  of  the  period. 

The  supply  of  floor  space  made  available 
annually  through  turnover  of  occupancy  in  of- 
fice buildings  tends  to  be  unusually  low.4  Ten- 
ant tnrnjwpr_rat.es  iii__many  places  probably 
average,.less  than  5_per  cent  a  year,  as  implied 
by  data  for  private  buildings  managed  by 
members  of  the  National  Building  Owners  and 
Managers  Association.  This  figure  is  consid- 
erably below  the  average  for  many  other  types 
of  income-producing  properties.  For  apart- 
ment  buildings,  the  annual  turnover  rate  aver- 
ages at  least  20  per  cent.  For  hotels  and  motels, 
in  which  roi5m  occupancy  changes  almost  daily, 
the  rate  exceeds  1,000  per  cent. 

Low  turnover  of  office  occupants  reflects  in 
part  the~~relatively  long  maturities  of  typical 
offigc-loa"cog  for  rented  -space,  and  thewide- 
spread  occupancy  of  office^ floor  s_pace_by  owners 
anchored'to  their  present  buildings.  It  reflects, 
too,  the  flexible  way  thaT  office  floor  space  can 
be  used.  This  flexibility  can  permit  workers 
added  to  an  office  force  to  be  accommodated 
for  some  time  by  crowding-up  in  current  quar- 
ters and  so  delaying,  at  least,  a  move  to  more 
spacious  quarters. 

Three  striking  features  of  postwar  office  mar- 
kets —  low  turnover  of  occupancy,  low  demoli- 
tion activity,  and  high,  conversion  activity  — 
have~acfed^as  limiting  forces  on  the  construc- 


3  See  "Downtown  Office  Space  in  Chicago — Supply 
Up,  Rising  Further,"  Business  Conditions,  Federal 
Reserve  Bank  of  Chicago,  April  1961,  p.  5;  and  "Phil- 
adelphia Office  Buildings  in  1960,"  Business  Review, 
Federal  Reserve  Bank  of  Philadelphia,  March  1960, 
p.  14. 

4  Fisher,  "Some  Economic  Aspects  of  Income-Pro- 
ducing Real  Estate,"  op.  cit.  The  low  5  per  cent  turn- 
over rate  cited  in  this  source  for  reporting  competitive 
office  buildings  in  Manhattan  during  1963  reflects  the 
unusually  long  length  of  office  leases  in  New  York  City. 
Rent  control  was  also  a  factor  through  mid-1963.  The 
rate  reported  for  the  May  1965-66  period,  however,  was 
even  lower — 2.6  per  cent. 
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tion  of  new  office  buildings.  Low_turnoyer-bas 
constrained  new  construction  on  the  demand 
side  by  limiting  the  number  of  potential  occu- 
pants looking  for  floor  space  in  new  buildings 
who  enter  the  market  as  a  result  of  moving 
from  former  quarters.  Low  demolition  and 
high  conversion  rates  have  dampened  new  con- 
struction on  the  supply  side  by  tending  to 
conserve  and  upgrade  the  stock  of  existing 
office  floor  space  potentially  competitive  with 
new  floor  space. 

All  three  features  may  become  less  restric- 
tive on  new  office  construction  in  the  future 
than  they  appear  to  have  been  during  earlier 
postwar  years.  Turnov^o4U>eetTp^mey--may  in- 
crease  somewhat  it  additional  new  office  con- 
struction continues  to  offer  more  attractive 
alternatives  to  remaining  in  present  accommo- 
dations and  if  the  general  economy  remains 
strong.  Even  if  turnover  rates  change  little, 
the  volume  of  turnover  will  rise  as  the  amount 
of  occupied  office  floor  space  grows.  A  some- 
what higher  prospective  rate  of  demolition 


seems  likely  in  localities  with  older  office  build- 
ings that  cannot  be  modernized  feasibly  and 
that  are  becoming  rapidly  obsolete  as  more  new 
buildings  are  completed  with  the  latest  in  office 
facilities.  A  higher  future  demolition  rate 
seems  likely,  too,  if  incomes  of  office  occupants 
should  rise  faster  than  the  real  burden  of  rents 
in  newer  structures. 

Finally,  a  lower  volume  of  conversion  may 
be  in  the  offing  in  places  where  most  structures 
readily  suited  for  such  changes  have  now  been 
converted,  so  that  fewer  remain  available  for 
future  work.  In  downtown  Chicago,  at  least, 
no  conversions  have  been  reported  since  1960. 
"Although  more  than  half  of  the  net  office  space 
added  [through  1960]  was  created  through  con- 
version of  non-office  use,  it  is  estimated  that 
during  the  next  20  years  only  about  one-fourth 
of  all  new  additions  will  come  through  con- 
version." 5 


5  "Central  Area  Office  Space  Study,  City  of  Chicago," 
op.  cit.,  p.  3. 
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Increasing  Scale 


The  short  history  of  office  buildings  has  un- 
derscored the  growing  market  dominance  of 
a  few  large  structures  posing  correspondingly 
large  financing  requirements.  Each  successive 
boom,  it  seems,  has  produced  larger  and  more 
complex  buildings  "devoted  to  the  manufacture 
of  light,  the  circulation  of  air,  the  maintenance 
of  a  uniform  temperature,  and  the  vertical 
transportation  of  its  occupants."  1  The  evolu- 
tion of  a  specialized  form  of  structure  known 
as  the  office  building  has  dramatically  illus- 
trated a  trend  toward  increasing  scale  of  de- 
velopment that  has  been  typical  of  many  other 
types  of  income-producing  real  estate. 

Office  buildings  are  a  relative  newcomer  to 
the  urban  scene.  Booms  in  the  production  of 
free-standing  buildings  where  "the  affairs  of 
a  business,  professional  person,  branch  of  gov- 
ernment, etc.  are  carried  on"  go  back  little  be- 
yond the  nineteenth  century.  Prior  to  this  time, 
office  buildings  of  any  size  appear  to  have  been 
scarce  indeed. 

Pausanias,  in  his  travels  around  Greece  dur- 
ing the  second  century,  A.D.,  made  brief  men- 
tion of  "another  portico  .  .  .  where  stand  the 
government  offices  of  [the  town  of]  Megalop- 
olis, six  in  number."  He  also  called  attention 
to  the  market-place  in  Sparta  where  there  were 
"the  offices  of  the  ephors  .  .  .  five  in  number."  2 
In  more  recent  centuries,  a  few  small  office 
buildings  may  have  been  erected  to  house  such 
financial  institutions  as  the  Bank  of  Sweden, 
established  1668,  the  Bank  of  England  (1694), 
or  the  Bank  of  France  (1800). 

But  substantial  output  of  office  buildings  ap- 
parently emerged  only  after  the  early  1800's. 
It  responded  to  the  slowly  growing  administra- 
tive needs  of  industrialized  economies  and  cen- 
tralized governments,  and  the  divorce  between 


1  Lewis  Mumford,  Sticks  and  Stones  (New  York: 
Norton,  1924),  p.  163. 

2  Pausanias,  Description  of  Greece  (New  York:  Put- 
nam's Loeb  Classical  Library),  Books  VIII  and  III. 


places  of  residence  and  places  of  work.  Public 
offices  —  initially  accommodated  in  city  halls, 
capitol  buildings,  palaces,  and  similar  multi- 
purpose structures  —  gradually  developed  as 
distinct  kinds  of  buildings.  Private  offices,  ac- 
cording to  one  writer,  "began  as  accounting 
rooms  within  .  .  .  the  merchant's  house,  and 
evolved  slowly  towards  specialized  forms."  3 

Thereafter,  office  buildings  continued  to  in- 
crease in  scale  and  complexity,  just  as  business 
and  government  activities  did.  Growing  spe- 
cialization in  office-type  activities  placed  a 
premium  on  the  need  for  floor  space  in  build- 
ings designed  specifically  to  accommodate  them. 
Larger  and  larger  buildings  were  erected  in 
central  business  districts  as  developers  tried 
to  make  the  most  of  the  advantages  of  location 
and  scale,  and  advances  in  technology.  Evi- 
dently, the  disadvantages  of  scale  proved  less 
compelling. 

Advantages  and  Disadvantages 

These  advantages  of  scale,  on  the  demand 
side,  include  the  fact  that  tenants  will  pay  a 
premium  rent  in  order  to  occupy  larger  build- 
ings offering  a  variety  of  services  and  shelter- 
ing a  variety  of  establishments.  Larger  build- 
ings provide  more  room  to  group  conveniently 
in  one  structure  varied  business  or  government 
establishments  that  are  linked  with  each  other 
or  to  a  common  market,  thus  facilitating  face- 
to-face  contacts  among  office  personnel  or  with 
the  public. 

Take  the  case  of  Manhattan's  proposed  World 
Trade  Center  that  will  feature  twin  office  build- 
ings, each  containing  as  much  usable  office  floor 
space  as  the  Pentagon  Building,  the  headquar- 
ters of  the  Department  of  Defense  in  Wash- 
ington, D.  C.  This  large  scale  of  development, 
according  to  the  prospectus,  will  allow  the  Cen- 
ter to  "consolidate  as  never  before  the  public 


3  Percy  Johnson-Marshall,  Rebuilding  Cities  (Chi- 
cago: Aldine  Publishing  Company,  1966),  p.  61. 
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organizations,  business  firms,  international  cor- 
porations and  ancillary  services  essential  to 
the  orderly  handling  of  America's  expanding 
exports  and  imports.  The  Center  thus  will  be  a 
convenient  clearing  house  for  the  development, 
administration  and  expansion  of  United  States 
trade  with  other  nations  —  import  as  well  as 
export." 

Larger  buildings  can  bring  maximum  rents 
because  they  can  accommodate  the  widest  pos- 
sible range  of  tenant  demand.  They  are  usually 
able  to  house  the  very  smallest  to  the  very 
largest  occupants.  Growth  in  the  amount  of 
space  typically  used  by  the  largest  tenants,  in 
turn,  has  stimulated  an  increase  in  the  scale 
of  office  buildings  adequate  to  house  them. 
Today,  the  biggest  buildings  usually  contain 
enough  floor  space  to  shelter  the  office  force  of 
even  the  largest  local  business  or  government 
organization. 

Larger  buildings,  too,  cater  to  the  feeling 
that  "the  office  makes  the  man."  As  in  the 
1920's,  today  "the  erection  of  large  office  build- 
ings emphasizes  the  significance  of  the  greater 
size  of  structures.  They  make  a  certain  appeal 
to  pride;  the  organization  which  owns  one  gains 
prestige  and  advertising;  the  tenant  likes  to  be 
known  as  occupying  a  large  well-known  build- 
ing and  citizens  feel  that  large  buildings  are  a 
symbol  of  progress."  4 

Greater  concentration  of  office  activities  in 
one  large  building,  however,  can  bring  a  dis- 
advantage of  scale.  This  is  the  threat  of  pe- 
destrian or  vehicular  congestion,  either  within 
the  structure  or  in  its  immediate  neighborhood. 
Internal  congestion  may  be  minimized  by  sub- 
stituting vertical  for  horizontal  movement  of 
persons  and  goods  wherever  possible.  To  do 
so  effectively,  of  course,  requires  skillful  man- 
agement in  selecting  occupants  whose  activities 
tend  to  be  complementary  rather  than  con- 
flicting. 

The  advantages  of  scale  on  the  supply  side 
of  the  market  include  the  ability  of  larger 
buildings  to  provide  a  broader  range  of  tenant 
services  than  smaller  buildings  can.  These  di- 
versified services  may  be  furnished  at  initial  or 
recurrent  costs  that  can  be  allocated  among 
many  occupants  so  as  to  minimize  the  aggregate 
burden.  The  Pentagon  Building  affords  a  dra- 


4  From  Recent  Economic  Changes  in  the  United 
States,  "Construction,"  by  John  Gries.  Copyright  1929 
by  the  Committee  on  Recent  Economic  Changes,  of  the 
President's  Conference  on  Unemployment.  Used  by 
pemnission  of  McGraw-Hill  Book  Company. 


matic  case,  with  its  3.7  million  square  feet  of 
net  floor  space  for  offices,  concessions,  and 
storage.  The  building's  exceptionally  large 
scale  permits  it  to  support  a  variety  of  supple- 
mentary service  facilities,  including  "bookstore, 
bank,  medical  and  dental  clinics,  post  office, 
barber  shop,  clothing  stores,  laundry  and  dry 
cleaning,  rail,  air  and  local  bus  ticket  offices, 
florist,  bakery,  drugstore,  Pentagon  Federal 
Credit  Union,  candy  store,  baggage  lockers, 
Western  Union  telegraph  office,  optometrist, 
photographic  store,  news  stand,  jewelry  store, 
information  center,  university  education  infor- 
mation center,  Military  Affiliated  Radio  Sta- 
tion, shoe  repair  shine  shop,  mailomats,  and 
pharmacy."  s  Outside  off-street  parking  is  also 
provided. 

The  advantages  of  scale  on  the  supply  side 
also  include  the  ability  to  absorb  a  few  excep- 
tionally high  development  costs  for  certain 
items  that  are  feasible  only  if  spread  over  a 
large  total.  They  further  include  the  ability  to 
make  the  most  of  a  strategically-located  site  by 
erecting  a  tall  building  on  it. 

Advantages  of  scale  may  be  realized,  too,  by 
using  larger  rather  than  smaller  sites.  For  one 
thing,  larger  usable  areas  per  floor  made  pos- 
sible by  larger  sites  tend  to  be  rented  more 
easily.  Also,  larger  sites  may  allow  for  interior 
auto  parking  which  may  not  be  accommodated 
on  smaller  sites  if  sufficient  area  is  unavailable 
for  ramps  and  turns.  In  view  of  the  strong 
competitive  attraction  of  interior  auto  parking, 
it  is  surprising  to  find  that  only  29  postwar 
competitive  office  buildings  in  Manhattan  had 
underground  garages  of  any  size  out  of  a  total 
of  151  buildings  that  were  completed,  sched- 
uled for  completion,  or  had  plans  filed  as  of 
1964. 

Larger  sites,  in  addition,  permit  a  higher 
ratio  of  floor  area  ( rentablesnace)  to  wall 
perimeter  (a  sunk  cost).  To  take  an  oversim- 
plified example,  consider  a  square  site  of  50  by 
50  feet.  On  this  parcel,  no  more  than  2,500 
square  feet  of  office  space  per  floor  could  be 
enclosed  by  perimeter  walls  built  along  the  lot 
lines  and  running  a  total  of  200  feet.  But  sup- 
pose that  four  adjacent  50-by-50  foot  sites  were 
assembled  into  one  parcel  of  100  by  100  feet. 
Then  a  building  occupying  the  entire  site  could 
enclose  four  times  as  much  space  per  floor 


r>  "The  Pentagon,"  published  under  the  auspices  of  the 
United  States  Army  Service  Center  for  the  Armed 
Forces,  The  Pentagon,  Washington,  D.C.  (1965). 
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(10,000  square  feet)  with  only  twice  the  ex- 
terior wall  perimeter  (400  feet) . 

Some  savings  in  operating  expenses  could 
also  be  realized  on  a  building  occupying  the 
larger  site.  Heating  and  air  conditioning  costs 
tend  to  decrease  as  the  ratio  of  floor  area  to 
wall  surface  increases.  These  costs  would  gen- 
erally average  less  per  square  foot  in  operating 
a  100,000-square-foot  office  building  covering 
the  100-by-100  foot  site  than  in  operating  a 
building  with  the  same  floor  space  erected  on 
the  50-by-50  foot  site. 

Larger  structures  can  be  erected,  of  course, 
only  by  increasing  the  average  size  of  sites,  by 
building  higher  on  given  sites,  or  by  designing 
structures  that  contain  a  higher  ratio  of  usable 
floor  space  to  the  total.  As  office  buildings  have 
evolved,  development  of  better  techniques  of 
site  assemblage  has  apparently  been  relatively 
limited.  Greater  progress  has  been  made  in 
perfecting  high-rise  construction  and  in  design- 
ing structures  with  relatively  more  usable  floor 
space  in  relation  to  the  total. 

All  three  aspects  —  site  assemblage,  high- 
rise  r.onstrnrtirm,  and  changed  design  —  pose 
potential  disadvantages  of  scale.  Larger  sites 
are  often  more  difficult  and  expensive  to  as- 
semble through  private  negotiation  than  smaller 
ones.  Zoning  regulations  may  require  the  su- 
perstructure to  be  constricted  more  and  more 
as  its  height  increases.  Or  they  may  have  the 
effect  of  causing  part  of  the  total  site  to  be  set 
aside  for  use  as  a  park  or  plaza  —  one  of 
several  forces  making  for  larger  office-building 
sites.6 

Moreover,  higher  buildings  may  need  larger 
sites,  or  may  require  disproportionate  outlays 
for  foundations.  Or  they  may  contain  a  larger 
share  of  interior  floor  space  devoted  to  non- 
revenue-producing  facilities  like  elevators  and 
corridors.  The  Pentagon  Building,  with  17V2 
miles  of  corridors,  has  as  much  as  43  per  cent 
of  its  gross  floor  area  in  nonrentable  space 
(excluding  offices,  concessions,  and  storage). 

Large  scale  development  requires  longer  in- 
cubation periods  between  initial  planning  and 
completion.7  Longer  incubation  periods  —  dur- 


6  As  early  as  1929,  it  was  noted  that  "zoning  ordi- 
nances often  put  a  premium  on  buildings  covering  a 
large  area  which  can  take  the  best  advantages  of  set- 
backs and  other  provisions  for  light  and  air."  Gries, 
op.  cit.,  p.  241. 

7  Fisher,  "Some  Economic  Aspects  of  Income-Pro- 
ducing Real  Estate,"  op.  cit. 


ing  which  resources  are  usually  committed 
irrevocably  —  pose  greater  uncertainties  about 
final  development  costs,  occupancy,  and  financ- 
ing. Unanticipated  costs  or  delays  may  be  en- 
countered at  any  stage  of  the  process  of  as- 
sembling parcels,  relocating  site  tenants,  de- 
molishing existing  structures,  digging  new 
foundations,  and  erecting  the  superstructure. 
Unforeseen  delays  add  to  the  costs  of  carrying 
a  development  financially.  They  also  postpone 
the  time  the  development  reaches  completion 
with  a  large  chunk  of  floor  space  available  for 
occupancy  and  hence  capable  of  producing  in- 
come. To  minimize  the  risk  of  unfavorable 
changes  in  demand  during  the  lengthy  incuba- 
tion period,  it  is  obvious  why  efforts  are  made 
to  lease-up  speculative  office  buildings  well 
before  completion. 

Site  Assemblage 

Withii^jio^ntown  areas,  the_supply  of  office 
sites  is  limited.  In  fact,  demand  for^  prime 
office  floor  space  is  usually  concentrated  within 
a  relatively  few  blocks.  In  most  of  our  major 
cities,  as  in  the  City  of  London,  "proximity  to 
the  markets  is  of  the  greatest  importance  in  the 
City  [or  in  any  central  business  district], 
which  is  divided  into  fairly  sharply  defined 
zones  round  the  different  markets.  The  im- 
portance to  many  firms  of  being  in  the  proper 
district  .  .  .  [makes]  .  .  .  the  demand  for  office 
space  very  inelastic."  8 

The  location  of  downtown  office  building 
sites,  accordrngryrTS^as  strategic  as  it  is  for 
other  types  of  income-producing  properties, 
if  not  more  so.  A  distance  of  no  more  than  a 
block  or  two  can  markjthe^difference  between 
prime_and  secondary  locations.  Hence  buildings 
in  Manhattan  may  bear  an  address  on  Fifth 
Avenue  or  on  Wall  Street  even  though  their 
main  entrance  may  be  around  the  corner  on 
a  side  street. 

The  supply  of  prime  downtown  office  sites 
can  be  increased  by  exploiting  air  rights  in 
order  to  build  above  streets  or  other  rights-of- 
way.  The  supply  may  also  be  expanded  by 
converting  into  office  use  downtown  parcels 
formerly  used  for  other  purposes.  Conversion 
is  usually  possible,  of  course,  only  if  the  prop- 
erties in  question  can  be  acquired  through  pri- 
vate negotiation.  If  conversion  also  involves 
the  assembly  of  two  or  more  adjacent  parcels 


s  Ralph  Turvey,  The  Economics  of  Real  Property 
(London:  Allen  and  Unwin,  1957),  p.  35. 
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into  a  single  larger  site,  there  are  further  limits 
on  what  can  be  done. 

Problems  of  site  assemblage  in  Manhattan 
during  the  postwar  years  have  been  discussed 
by  Hoover  and  Vernon  as  follows: 

"One  reason  why  office  developers  chose  Park 
Avenue  [first]  in  preference  to  some  of  the  other 
main  avenues  for  the  intensive  [postwar]  de- 
velopment of  new  office  structures  was  the  fact 
that  sites  on  Park  Avenue  could  be  accumulated 
so  much  more  readily.  For  Park  Avenue  was 
lined  with  huge  apartment  houses,  one  or  two 
to  the  block,  while  the  other  streets  typically 
were  covered  by  seven  or  eight  small  structures 
to  the  block. 

"The  multiplicity  of  structures  meant  a  longer 
planning  span  for  anyone  concerned  with  amass- 
ing a  building  site;  the  increased  span  repre- 
sented an  impediment  to  any  corporation  anxious 
to  get  on  with  the  business  of  creating  a  new 
home  for  its  central  office,  and  it  represented 
a  major  risk  to  any  developer  anxious  to  take 
advantage  of  a  current  demand  for  office  space. 
Considerations  of  this  sort  outweighed  questions 
of  site  costs."  9 

Private  negotiation  to  assemble  smaller  par- 
cels into  larger  holdings  may  result  in  upward 
pressures  on  site  prices  if  small-site  owners 
hold  out  for  all  they  can  get.  Ordinarily,  site 
costs  may  account  for  a  third  or  less  of  total 
costs  of  developing  a  new  office  building.  Thus 
a  somewhat  higher  price  paid  for  a  site  in- 
creases total  development  outlays  less  than 
proportionately. 

A  few  dollars  more  paid  per  square  foot  to 
assemble  a  site  of  feasible  size  for  an  office 
building  may  accordingly  seem  worth  the  price, 
particularly  if  advantages  of  scale  are  involved. 
Over  the  postwar  period,  site  prices  have  re- 
portedly run  as  high  as  $400  per  square  foot 
in  Manhattan  for  the  block  bounded  by  Park 
and  Lexington  Avenues  between  51st  and  52nd 
Street.  One  parcel  in  this  block  was  acquired 
for  as  much  as  $525  per  square  foot,  said  to 
be  the  highest  price  yet  paid  for  a  sizeable 
Manhattan  building  site  during  the  postwar 
period. 

Public  urban  renewal  programs  have  af- 
forded a  major  postwar  innovation  in  methods 
of  assembling  sites  for  office  buildings.  Urban 
renewal  has  spurred  some  new  office  construc- 


;)  Edgar  M.  Hoover  and  Raymond  Vernon,  Anatomy 
of  a  Metropolis  (New  York:  Doubleday  and  Company, 
Anchor  Book,  1962),  pp.  103.  Quoted  by  permission  of 
The  Harvard  University  Press. 


tion  by  producing  large  cleared  sites  at  attrac- 
tive prices  for  redevelopment,  although  not  all 
urban  renewal  sites  are  well  located  for  new 
office  buildings.  It  has  given  some  further 
stimulus  to  new  construction  by  reducing  the 
local  supply  of  lower-rent  office  floor  space  in 
older  buildings  during  the  process  of  clearing 
out  run-down  areas. 

Urban  renewal  has  facilitated  the  assembly 
of  downtown  office  sites  in  many  places.  These 
include,  among  others,  the  cities  of  Baltimore, 
Boston,  Cincinnati,  Cleveland,  Hartford,  and 
Minneapolis.  Through  1965,  some  6,900  net 
acres  in  urban-renewal  clearance  areas  had 
been  slated  for  redevelopment  with  proposed 
new  commercial  uses,  including  some  private 
and  public  office  buildings  in  certain  areas. 

Over  lon^ieripds  of  time,  thejpotential  sup- 
ply of  prime  downtown  office-building  sites 
changes  slowly  with  shifts  in  ihe  location  of 
the  most  desirable  addresses.  These  shifts  re- 
flect cumulative  changes  in  relative  accessibil- 
ity as  \vell_as  in  land  uses.  They  open  up  new 
prime  locations  as  well  as  render  existing  ones 
obsolete.  As  one  writer  has  pointed  out,  "office 
building  rents  are,  in  the  last  analysis,  deter- 
mined by  the  building's  strategic  location  with 
regard  to  the  center  of  traffic.  As  a  number 
of  people  passing  the  doors  of  a  building  in- 
crease or  decrease,  so  fluctuates  the  earning 
power  and  hence  the  useful  life  of  the 
building."  10 

High-Rise  Construction 

The  Chicago  fire  of  1871  gave  impetus  to  the 
perfection  of  high-rise  construction  techniques 
and  to  changed  methods  of  design.  After  the 
fire  ended,  opportunities  to  rebuild  abounded. 
They  were  seized  imaginatively  by  architects 
later  identified  with  the  Chicago  school  of  archi- 
tecture. These  architects  created  a  "form  of 
building  which  had  no  counterpart  in  the  past 
.  .  .,"  for  which  the  term  "commercial  style" 
was  coined. 

"In  little  more  than  a  decade  after  the  fire 
they  [the  architects  of  the  Chicago  school]  in- 
vented and  mastered  the  modern  technique  of 
riveted  steel  framing  and  were  thus  able  to  de- 
velop the  office  building,  hotel,  and  apartment 


10  Earle  Schultz,  Vice  President,  National  Association 
of  Building  Owners  and  Managers,  "The  Effect  of 
Obsolescence  on  the  Useful  and  Profitable  Life  of  Office 
Buildings,"  Supplement  to  April-May  Bulletin  of  the 
Chicago  Building  Owners  and  Managers  Association, 
1922. 
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block  as  we  know  them  today.  .  .  .  The  elevator 
made  such  a  [many-storied]  building  practical 
from  the  standpoint  of  easy  movement  to  upper 
floors.   Fire-proof  construction  made  it  safe."  11 

Modern  "cloud-scrapers,"  as  they  were  first 
called,  enabled  downtown  sites  to  be  exploited 
more  intensively  by  multiplying  the  ground 
area  many  times.  Prior  to  their  appearance, 
techniques  of  construction  requiring  the  use  of 
weight-bearing  walls  limited  building  heights 
to  less  than  10  stories.  But  thanks  to  new  con- 
struction techniques,  the  Empire  State  Build- 
ing, completed  60  years  after  the  Chicago  fire, 
contained  as  many  as  102  stories  with  a  total 
rentable  floor  area  that  was  more  than  twenty 
times  the  area  of  the  site.  Each  of  the  110-story 
twin  towers  now  under  development  in  Man- 
hattan's World  Trade  Center  will  contain  a 
rentable  floor  area  about  80  times  the  ground 
area  on  which  it  rests. 

But  the  advantages  of  making  the  most  of  a 
particular  site  by  building  offices  in  the  sky 
have  been  offset  in  part  by  zoning  ordinances. 
Many  codes  restrict  the  intensity  of  develop- 
ment by  setting  a  maximum  permitted  ratio 
of  gross  floor  area  to  total  site  area.  In  Man- 
hattan, the  limit  is  now  almost  invariably  less 
than  15  to  1.  The  World  Trade  Center  develop- 
ment as  a  whole  will  conform  to  this  limit  by 
including  a  large  open  plaza. 

Design 

As  a  result  of  changes  in  design,  postwar 
office  buildings  have  generally  produced  more 
rentable  floor  space  per  square  foot  of  gross 
building  area  than  prewar  ones.  According  to 
one  writer: 

"In  the  early  years  of  this  century,  office  towers 
generally  terminated  in  Corinthian  temples  or 
Gothic  spires.  The  pyramidal,  or  'wedding  cake,' 
form  next  became  customary  for  larger  buildings, 
principally  because  of  the  set  back  requirements 
of  zoning  laws,  and  partially  because  the  need 
for  light  and  air  limited  the  distance  between  the 
exterior  wall  and  the  elevator  core  thus  decreas- 
ing the  size  of  the  upper  floors. 

"By  the  late  1940's,  when  adequate  air  condi- 
tioning and  artificial  lighting  became  available, 
the  progressive  decrease  in  core  areas  no  longer 
dictated  a  corresponding  decrease  in  over-all  floor 


11  Carl  W.  Condit,  The  Chicago  School  of  Architec- 
ture, A  History  of  Commercial  and  Public  Building  in 
the  Chicago  Area,  1875-1925  (Chicago:  University  of 
Chicago  Press,  1964),  pp.  12,  11,  25.  Copyright  1964 
by  The  University  of  Chicago. 


size.  The  result  was  the  modern  'slab'  building, 
with  uniform  size  floors  top  to  bottom  which  pro- 
vided larger  rentable  floor  areas  on  the  desirable 
upper  floor."  12 

In  Washington,  D.  C,  "the  ratio  of  net  rent- 
able area  has  been  increased  by  the  use  of 
thinner  exterior  walls  and  partitions,  by  pro- 
viding smaller,  more  functional  lobbies  and  cor- 
ridors, and  by  reductions  in  the  relative  size  of 
service  areas."  13 

With  larger  sites,  greater  height,  or  changed 
design  —  or  a  combination  of  these  elements  — 
typical  office  buildings  completed  in  the  postwar 
years  have  contained  more  floor  space  than 
those  built  in  previous  booms.  New  competi- 
tive office  buildings  completed  in  Manhattan 
since  1947  have  provided  an  average  of  three- 
fifths  more  rentable  floor  space  than  buildings 
erected  between  1925  and  1933.  These  postwar 
buildings  have  contained  more  floor  space  even 
though  they  are  "squatty  with  setbacks,  and 
have  fewer  stories  than  the  tall  tower  type 
buildings  of  the  twenties,"  according  to  the 
Real  Estate  Board  of  New  York. 

The  larger  average  size  of  postwar  buildings 
in  Manhattan  reflects  the  fact,  however,  that 
"new  architectural  techniques  have  yielded 
more  rentable  floor  area  per  construction  unit. 
There  are  some  buildings  that  occupy  the  en- 
tire square  block  while  others  are  block  front. 
.  .  .  All  of  the  postwar  buildings  are  100  per 
cent  air-conditioned.  This  feature  coupled  with 
modern  lighting  techniques  have  made  possible 
the  utilization  of  formerly  wasted  interior 
space."  14 

In  downtown  Chicago,  new  office  buildings 
erected  since  1946  have  contained  about  three- 
fifths  more  floor  space  per  structure,  on  the 
average,  than  those  built  during  the  1920's.  In 
fact,  the  average  size  of  new  office  buildings 
has  increased  during  nearly  every  decade  since 
the  1870's.  Buildings  completed  since  1960  have 
averaged  1%  times  the  size  of  buildings  erected 
nine  decades  earlier,  according  to  data  of  the 
Building  Managers  Association  of  Chicago. 
(Table  1) 


12  Lyndon  H.  Lesch,  "Office  Building  Development," 
Journal  of  Property  Management,  May-June,  1965, 
p.  131. 

13  Washington  Board  of  Realtors,  "Office  Building 
Construction,  Washington  D.C.,  1960-1966,"  p.  9. 

14  Real  Estate  Board  of  New  York,  op.  cit,  p.  10, 
as  prepared  by  the  Board's  Research  Department. 
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In  terms  of  size,  competitive  office  buildings 
in  Manhattan  have  been  exceptional  —  as  have 
many  other  features  of  that  market.  The  aver- 
age number  of  square  feet  of  floor  space  in 
Manhattan's  postwar  buildings  has  been  over 
I1/?  times  larger  than  the  average  for  buildings 
in  Chicago  or  Washington,  D.  C.  In  part,  the 
difference  may  reflect  somewhat  different  meth- 
ods of  measuring  floor  space. 

No  less  than  10  buildings  —  each  with  one 
million  square  feet  or  more  of  office  floor  space 
— have  been  completed  in  Manhattan  since 

Table  1 

New  Office  Buildings 
In  Downtown  Chicago 


Average  rentable  sq. 
No.  of  Total  sq.  ft.  ft-  of  fl°oi-  space  per 
build-    rentable  floor  building 


Period 

ings 

space  (1000) 

Number 

Index* 

1872-79 

9 

372 

41,824 

100 

1880-89 

18 

1,286 

71,462 

173 

1890-99 

.",!) 

3,454 

88,555 

214 

1900-09 

28 

3,244 

115,842 

281 

1910-19 

45 

7,422 

93,898 

227 

1920-29 

74 

12,930 

174,730 

423 

1930-39 

12 

2,469 

205,749 

498 

1940-49 

2 

209 

104,691 

254 

1950-59 

L3 

2,603 

200,242 

485 

1960-65 

14 

4,448 

317,719 

770 

*  1872-79  =  100. 
Source:  see  Appendix. 


1945.  Nowhere  else  have  buildings  of  this  size 
yet  appeared.  In  1966,  however,  several  were 
under  development  in  other  cities. 

Capital  requirements  to  finance  new  office 
building  investments  have  expanded  with  in- 
creases in  development  costs  per  square  foot 
and  with  increases  in  the  number  of  square 
feet  of  floor  space  per  structure.  They  have  also 
expanded  with  the  emergence  of  planned  cen- 
ters consisting  of  two  or  more  structures  built 
as  part  of  a  unit  in  order  to  take  greater 
advantage  of  economies  of  scale.  Of  these,  the 
14-acre  Rockefeller  Center,  opened  in  Man- 
hattan in  1932,  was  the  first  private  one  in 
the  United  States.  Among  postwar  examples 
have  been  the  Golden  Triangle  in  Pittsburgh, 
the  Back  Bay  Center  in  Boston,  and  Penn  Cen- 
ter in  Philadelphia.  Suburban  executive  office 
parks,  mentioned  earlier,  provide  other  ex- 
amples. 

Numerous  public  office  projects  have  been 
planned  and  carried  out  more  or  less  as  a  unit. 
In  Washington,  D.  C,  the  Federal  Triangle  is 
one  example.  A  group  of  federal  office  build- 
ings is  now  in  progress  in  the  southwest  re- 
development area.  In  Manhattan,  the  16-acre 
World  Trade  Center  development  of  the  Port 
of  New  York  Authority,  to  cost  over  $500 
million,  will  include  not  only  two  110-story 
office  towers  but  also  a  hotel,  parking  garage, 
plaza,  and  "international  shops  and  restau- 
rants." 
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Demand 


A  strong  upsurge  in  the  aggregate  demand 
for  office  floor  space  has  supported  the  postwar 
construction  boom.  Growth  in  office  occupancy 
by  businesses  and  governments  has  reflected 
a  number  of  underlying  changes.  Broad  expan- 
sion in  the  general  economy,  differential  in- 
creases in  the  floor  space  requirements  of  va- 
rious types  of  establishments,  and  a  shift  from 
production  toward  service  activities  have  all 
been  influential.  So  has  an  increase  in  the  use 
of  office  floor  space  per  occupant  that  has  re- 
sulted partly  from  the  need  to  house  more  office 
machines  and  equipment. 

Not  only  has  the  number  of  workers  in  office 
buildings  and  their  per-capita  use  of  office  floor 
space  increased  during  the  past  20  years,  but 
there  has  also  been  a  marked  demand  for  space 
of  higher  quality.  One  rough  index  of  the  ex- 
tent of  upgrading  —  rentals  in  private  office 
buildings  with  reported  operating  experience 
— stood  at  213  in  1965.  This  compared  with  a 
level  of  100  in  1946. 

Background 

Many  tvnes  of  occupations  and  industries 
make  use  oi  office  floor  space.  An  "office."  in- 
deed may  be  a  place  of  work  for  any  nnp  of 
numerous  kinds  of  establishments.1  Hence,  ag- 
gregate demand  for  office  noorspace  is  not  tied 
exclusively  to  the  fortunes  of  a  single  industry, 
occupation,  or  part  of  the  economy. 

Not  al)  officp  dpmanrMYw-Misps  on  office,  bank, 
or  professional  buildings.  Establishments  en- 
gaged in,  say,  finance  do  not  necessarily  use 
office  floor  space  located  in  office  buildings. 
Some  of  these  firms  take  floor  space  in  struc- 
tures designed  primarily  for  retail  or  other 


1  The  diversity  of  office  demand  is  underscored  by 
the  22  distinct  types-of  activities  da^seiLuJidexJioffices" 
in  U.  S.  Bureau  of  Public  Roads  and  Urban  Renewal 
Administration,  Standard  Land  Use  Coding  Manual 
(Washington,  D.  C.:*  USGPO,  1965),  pT  24  Their  func- 
tions range  from  financial,  agricultural,  insurance, 
real  estate,  advertising,  news,  and  legal  to  medical, 
execjitjYJe,  legislative,  judicial  and  others. 


use.  Majry_jdj^ric^l-4V-Qj±^  space 
in  factories,  loft__buildings,  _court  houses,  or 
other  structures^  not  built  predominantly  for 
office  use.  Doctoq^__faiisiness  consultants,  and 
craftsmen_ofteji_jasejLh£ir_oATO  as  a 

place_ofjvyi)rk. 

As  a  result,  there  is  no  invariable  relation 
between  the  volume  of  activities  requiring  office 
floor  space  and  the  use  of  floor  space  in  office 
buildings.  There  never  hasJpeen.  In  fact,  ac- 
tivities performed  by  government  or  business 
involving  office  work  of  an  administrative,  ex- 
ecutive, or  clerical  nature  predate  office  build- 
ings by  centuries. 

"Administrative  activity  is  as  old  as  govern- 
ment itself.  .  .  .  The  emergence  of  a  separate 
function  or  machinery  of  administration,  how- 
ever, is  a  product  very  largely  of  the  nineteenth 
century.  The  new  task  thrust  upon  or  assumed 
by  government  as  a  result  of  the  new  conceptions 
and  broader  requirements  of  communication,  ed- 
ucation, public  health  and  public  welfare  hastened 
the  process  of  political  reorganization  and  func- 
tional differentiation  which  marked  the  process  of 
the  industrial  revolution."  2 

"Though  clerks  and  clerical  work  have  existed 
for  centuries  and  large  groups  of  clerks  for  dec- 
ades, it  is  only  in  recent  years  that  the  manage- 
ment of  clerks  or  office  management,  has  become 
a  problem  of  importance.  .  .  . 

"The  change  was  necessitated  by  the  exigencies 
of  an  ever-growing  large-scale  industry.  While 
business  organizations  were  small,  and  direct 
contract  existed  between  producer  and  consumer, 
beyond  simple  bookkeeping  few  records  were  re- 
quired, there  was  little  written  communication 
between  sections  of  an  organization,  and  con- 
sequently few  clerks  were  needed.  All  this  was 
changed,  and  today  the  office  has  attained  a  posi- 
tion of  major  importance  in  business."  3 


-  Reprinted  with  permission  of  The  Macmillan  Com- 
pany, from  "Administrative  Areas,"  Encyclopedia  of 
the  Social  Sciences,  I.  Copyright  1937  by  The  Mac- 
millan Company,  p.  450. 

3  "Office  Management,"  Encyclopaedia  Britannica, 
XVI,  (1964),  p.  717. 
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The  amoun^jif_flQaL-a33ace--oeGupied  in  office 
buildings  accordingly  changes  over  time."  It 
mav  vary  .with  fluctuations  in  the  total  volume 
of  nffipp  gftiyitips  nnrl  affile  employment.  It 
may  also  vary  with  shifts  in  the  share  of 
the  total  that  is  accommodated  in  office  build- 
ings.  Finally,  it  may  vary  with  shifts  in  the 


average  amount  of  floor  space  used  in  office 
buildings  per  Ulll(ie  Worker! 

Postwar  increases  in  all  f.h rpp  va.-HahlpJ  it 
appears,  have  combined  to 'produce  a"  strong 
upsurge  in  demand  for  additional  office  floor 
space.  Several  rough  indicators  of  these  prob- 
able trends  may  be  cited  in  the  absence  of 
precise  comprehensive  measures. 

Office  Activities  and  Employment 

Postwar  growth  in  office  activities  has  been 
stimulated  in  two  ways.  A  derived  stimulus  has 
come  from  the  need  to  service  the  paperwork 

and    gdmini.^ffltivp    rpgnirprpppto    r.f  anpowng. 

ing  hlnp-rnl^r  wnrkprg  The  number  of  these 
blue-collar  workers  increased  by  more  than  an 
eighth  between  1947  and  1965.  Meanwhile,  a 
direct  stimulus  has  come  from  an  expansion  in 
financial,  government,  profes^iojial»_ajid^j2iher 
activities  involving  paper  transactions  and 
executive  decisions. 

To  farilitafp  flip  Pvpanainn  ip  office  activities. 

use  of  office  supplies,  machines,  and  equipment 
has  flourished  since  World  War  II.  Physical 
production  of  fine  writing  paper,  including  of- 
fice stationery  and  mimeograph  paper,  has 
doubled  during  the  postwar  period  —  about  in 
line  with  the  growth  in  aggregate  physical  out- 
put of  all  types  of  goods  and  services.  Do- 
mestic and  foreign  shipments  of  new  wood  and 
metal  office  furniture  have  nearly  tripled  in 
dollar  value.  Shipments  of  new  computing  ma- 
chines, typewriters,  and  duplicating  and  office 
machines  have  increased  fivefold  in  value,  with- 
out making  allowance  for  any  increase  in 
operating  capacity. 

Despite  greater  use  of  technological  advances 
in  performing  office  work,  employment  of  per- 


SOnS    in    nffirp-typp    rwnp^tinng    hoc  infr^coH 

sharply,  too.  The  number  of  persons  in  office- 
type  occupations  about  doubled  between  1940 
and  19(10.  As  a  share  of  the  total  experienced 
labor  force,  they  came  to  account  for  as  much 
as  a  sixth.  (Chart  4)  Sincei  1 917.  em  d  1  o  v  i n e n t 
of  clerical  ajid^-kjj^rp^jvnrkprs  —  a  rough 
proxy-for  office^elated^worTT' —  has  increased 
by  hall.  1  ffS" TnlfnBer^f  all  other  types  of 
workers  increased  by  less  than  a  fourth. 

Activities  in  Office  Buildings 

The  shares  of  total  office  activities  and  total 
office  employment  accommod^t^g^rn"Qfii^^^I5*- 
ings  have  pro  pa  pry  increased  over  the  postwar 
years,  continuing  a  trend  that  goes  back  a 
century  or  more  to  the  beginnings  of  modern 
office  buildings.  Since  1946,  general  business 
prosperity  has  undoubtedly  worked  further  in 
this  direction.  Pointing  to  Manhattan's  office 
boom,  Hoover  and  Vernon  wrote: 

"When  times  were  poor  in  the  1930's,  many 
lines  economized  on  rental  costs  by  doing  their 
selling  out  of  loft  buildings — buildings  designed 
for  light  manufacture.  Whpn  hnsines^  boomed  in 
the  pqr|v  pnchirar  pon'r.^  such  lines  were  obliged 
for  a  time  to  cling  to  their  old  loft  quarters  be- 
cause of  the  acute  shortage  of  space.  But,  as 
new  office  buildings  opened  up,  many  salesrooms 
eagerly  switched  from  the  aging  loft  structures 
they  had  long  inhabited  to  more  elaborate — and 
more  expensive — space  in  office  buildings."  1 

The  shares  of  total  office  activities  and  total 
office  employment  performed  in  office  buildings 
may  also  have  increased  with  the  growing  ex- 
tent  and  complexity  of  public  and  private  ad- 
ministrative work.  Tf  so.  these  changes  caused 
more  and  more  business  firms  tn  spna rate -their 
office  forces  from  their  other  workers  during 
the  postwar  ^e^rsl^T^ren^iari^nenm^uslrial 
corporation  haTeome  to  house  its  office  workers 
separately  in  a  new  monumental  office  building 
erected  by  or  for  it. 


1  Hoover  and  Vernon,  Anatomy  of  a  Metropolis,  op. 
cit,  p.  107. 


24 


Chart  4 

Persons  with  Selected  Office-Type  Occupations 


Mill  ions 
of  persons 


1900  1910         1920         1930  1940         1950  1960 


As  Share  of  Experienced  Labor  Force 

Per  cent 


1900         1910  1920         1930         1940         1950  1960 

SOURCE:  See  Appendix 
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Underlying  conditions  favoring  this  separa- 
tion can  be  seen  in  the  disparate  trends  in 
production  and  nonproduction  employment.  In 
manufacturing  industries,  the  number  of  pro- 
duction workers  has  changed  little  since  1947. 
Mpanwhilp.  the  nnmhpr  of  nnnprodnction  pm- 
pi/vi^oe  /inni^iflp  supervisory,  office,  and  other 
worker.^  hnn  doubled. 

})  J  Office  Floor  Space  Per  Worker 

The  average  Qjnrormt-of  office  floor  space  used 
per  employee  in  office  buildings  appears  to  have 
increased  during  the  postwar  period.  Such  a 
trend  might  be  partly  expected  from  the  rapid 
evolution  of  office  machinery  and  equipment,  in- 
cluding widpfiprond  rrcpurse  to  duplicators  and 
computers.  Expansion  in  the  actual  use  of  such 
capital  inputs  —  plus  plans  for  even  more  — 
make  it  necessary  to  reserve  sufficient  office 
floor  space  for  machines  as  well  as  for  workers. 
Pressures_consequently  growjtoward  increased 
use  of  office  floor  space  per  occupant. 

Upgrading  in  Employment.  Th@— txend__to- 
ward  increased  per  capita  use  of  floor  space 
also  reflects  the  Eostwax_xise  in  the  share  of 
the  total  labor  force  accounted  for  hy__profes- 
sional  and  techpi>a]  nprsprmpl  Partly  as  a 
nonwage  employment  inducement,  professional 
and  technical  personnel  whoTvork  in  office 
buildings  are  usually  assigneoT  m^re_offic^fioi>r 
space  per  person  than  cTericlHworkers  receive, 
even  after  allowance  is  made  for  office  machines 
and  equipment. 

The  number  of  white-collar  workers  in  "pro- 
fessional,  JteahnjaaJL^and  kindred"  occupations 
has  grown  since  1947  by  even  rnoje^hjy^  the 
number  of  workers  in  "clerical  and  kindred" 
occupations.  As  ca__result,  the  ratio  of  profes- 
sion flJ^tn^lpj^g^^rpvk^  ^a<g_J^^]^]2,^T'1v 
In  1947,  there  were  an  average  of  53  profes- 
sional workers  for  every  100  clerical  workers. 
By  1965,  the  average  reached  80  per  100.  This 
nntrpnd.rpinfnvrprl  thp  tendency  toward  greater 
per-capita  use  of  office  floor  space. 

A  postwar  rise  in  the  ratio  of  supervisory 
to  nonsupervisorv  workers,  however^  has  not 
been  experienced  by  all  types  of  establishments 
using  office  floor  space.  Mutual  savings  banks 
insured  by  the  Federal  Deposit  Insurance  Cor- 
poration reported  an  increase,  as  the  ratio  of 
active  bank  officers  to  other  bank  employees 
rose  from  1  in  9  in  1946  to  1  in  7  in  1965. 
But  insured  commercial  banks  reported  a  slight 
decline  in  the  average  ratio  of  about  1  officer 


to  6  other  employees.  This  downtrend  pre- 
sumably reflected  the  special  fact  that  the  num- 
ber of  commercial-bank  home  offices  has  in- 
creased little  since  World  War  II,  whereas  the 
number  of  branch  offices  has  more  than  tripled. 

Data.  InforniaUorLJQn-thc  amount  of  office 
floor  space  used  per  office  worker  js_available 
only  for  rprtain  privatpjvj-owned  rpjitaf^officp 
buildings  reported  bv  members  of  th&JNational 
Association  of  Building  Owners  and  Managers 
(NABOM).  The  average  amount  of  rented  of- 
fice floor  space  per  office  worker  in  these  build- 
ings has  increased  by  nearly  a  seventh  over 
the  postwar  years.  In  194JL  the  average  was 
109  square  feet  per  person.  In  1965,  it  was 
129^XChart  5) 

This  reported  uptrend  in  the  use  of  rented 
office  floor  space  per  office  worker  has  largely 
reflected  the  growing  influence  of  newer  build- 
ings in  the  NABOM  series.  Ther^epQits  have 
consistently  shown  an  above-average  use  of 
office  floor  space  pgr-worker  in  newer  buildings. - 
In  1964,  the  use  of  office  floor  space  per  worker 
in  buildings  aged  under  10  years  was  a  sixth 
above  the  average  reported  for  buildings  of  all 
ages. 

Greater  per-capita  use  of  floor  space  in  newer 
buildings  might  be  expected  for  several  reasons, 
despite  the  higher  rents.  One  explanation  is 
that  new  buildings  are  occupied  solely  by  re- 
cent movers,  many  of  whom  move  precisely  be- 
cause their  former  quarters  in  older  buildings 
were  overcrowded.  The  new  tenants  may  have 
spread  out  in  their  new  accommodations  in 
anticipation  of  crowding  up  later.  Older  build- 
ings,  nn  thp  other  hand,  house  a  mixture  of 
tenants  who  have  moved  in  at  various  earlier 
dates.  Since  moving  in,  many  tenants  may  have 
expanded  their  labor  forces  and  intensified 
their  use  of  floor  space. 

Spreading  out  in  new  buildings  may  also 
reflect  the  availability  of  rentable  floor  space 
for  uses  that  could  not  have  been  accommodated 
as  well  in  former  quarters,  if  at  all.  Floor 
space  in  new  buildings  may  be  readily  adapt- 
able to  such  uses  as  private  libraries,  employee 
cafeterias,  executive  dining  rooms,  or  computer 
systems.  In  older  buildings,  structural  layouts 


2  But  the  1965  report,  for  the  first  time  since  the 
data  began  to  be  collected,  showed  a  below-average 
per-worker  use  of  office  floor  space  in  newer  buildings. 
This  is  one  of  several  difficult-to-explain  findings  in 
the  1965  Experience  Exchange  Report. 
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Chart  5 

Rented  Office  Space  Per  Tenant  and  Per  Worker 
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are  often  less  flexible,  particularly  when  exten- 
sive improvements  made  by  former  tenants 
remain  in  place. 

Office  Management 

Expanding  office  work  forces  and  increased 
per-capita  use  of  floor  space  in  office  buildings 
have  put  a  premum  on  efficient  office  manage- 
ment. Hence  consulting  firms,  educational 
courses,  and  publications  about  the  manage- 
ment of  office  personnel  and  records  have 
proliferated  during  the  postwar  period.  So 
have  sales  of  compact  office  furniture,  equip- 
ment, and  machines  designed  to  take  up  as 
little  floor  space  as  possible. 

Efficient  use  of  office  floor  space  has  been 
needed,  too,  in  order  to  counter  higher  office 
rents  resulting  in  part  from  an  upgrading  in 
quality.  In  1947,  the  annual  office  rental  paid 
per  office  worker  in  NABOM-reported  office 
buildings  averaged  $260.  By  1965,  it  averaged 
$553.  The  increase  of  127  per  cent  since  1946 
reflected  a  sharp  rise  in  average  rent  paid  per 
square  foot  of  floor  space  and  a  smaller  increase 
in  the  amount  of  floor  space  rented  per  office 
worker,  including  space  for  office  machines  and 
equipment. 

For  many  private  firms,  higher  occupancy 
costs  have  been  offset  in  whole  or  in  part  by 
rising  business  income  and  profits  since  1947. 
Premium  rents  paid  in  new  buildings  have 
often  been  justified  to  some  extent  as  outlays 
for  advertising  or  customer  relations.  Also, 
such  rents  have  ordinarily  constituted  a  minor 
share  of  total  business  expenses.  And  the  rents 
have  been  fully  deductible  against  income  for 
federal  income-tax  purposes. 


Outlook 

An  active  future  demand  for  office  floor  space 
is  suggested  by  the  outlook  for  employment  in 
office-oriented  occupations,  provided  general 
economic  activity  continues  strong.  Estimates 
by  tke  United  States  Department  of  Labor 
project  an  acceleration  in  employment  of  both 
professional  and  clerical  personnel.  A  fnrth pr 
increase  is  also  anticipated  in  t.ftp  ratio  of  nrn- 
fessional  to  clerical  workers,  reaching  a  level 
of  about  84  to  100  by  1970,  compared  with  80 
to  100  in  1965. 

"Of  fundamental  importance  is  the  conclusion 
that  the  fastest  growing  occupations  during  the 
second  half  of  the  present  decade  will  continue 
to  be  those  in  the  professional  and  technical, 
clerical,  and  the  service  worker  categories.  .  .  . 
Growth  in  the  various  occupational  groups  is  ex- 
pected to  continue  to  reflect  the  increasing  serv- 
ice orientation  of  demand  in  our  highly  developed 
economy.  .  .  . 

"In  the  1965-70  period,  professional,  technical, 
and  kindred  occupations  will  continue  to  be  the 
most  rapidly  growing  field.  .  .  . 

"Clerical  workers,  the  largest  single  category 
in  white-collar  employment,  constitute  the  second 
fastest  growing  occupation  category.  .  .  .  The 
ultimate  growth  rate  of  these  workers  will  un- 
doubtedly be  affected  by  the  rapid  technological 
developments  in  the  fields  of  computers,  office 
equipment,  and  communication  devices.  Whether 
the  effect  of  these  technological  improvements 
will  in  time  retard  clerical  employment  growth 
or  whether  the  demand  for '  processing  the  in- 
creased information  becoming  available  through 
these  improvements  will  accentuate  growth  in 
their  ranks  is  yet  to  be  fully  determined."  3 


3  U.  S.  Department  of  Labor,  "M^y^we^^enor^of 
the  President  and  A  Report  on  Manpower  Requije- 
menrgrTrggO^^ST^^B^SS^^Sn^Training,''  trans- 
mitted ^EtTTheCongress,  March  1966,  p.  44.  The  pro- 
jections for  1970  are  based  on  the  assumption  of  a 
3  per  cent  unemployment  rate. 
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Special  Aspects  of  D 


The  demand  for  floor  space  in  office  buildings 
has  several  aspects  that  are  noteworthy.  One. 
is  the  extent  of  market  demand  that  comes 
from  public  occupants.  Another  is  the  impact 

of  hrnnrhinp-  pnH  tnpr^rprf!  hy  both  public  and 

private  tenants.  A  third  is  the  degree  of  dis- 
continuity in  the  growth  needs  of  individual 
establishments.  All  three  aspects  make  proiec- 
tions  of  local  floor  space  requirements  less  cer- 
tain  than  They  would  otherwise  be. 

Public  Occupancy 

Demands  for  office  floor  space  spring  from 
public  as  well  as  from  private  sources.  Occu- 
pancy  of  office  space  by  federal,  state,  and 
local  governments  and  their  agencies,  in  fact, 
is  a  prnmiTipfiTTTpatiigfi—of— : the-  rrjgrkvt  Few 
other  types  of  income-producing  properties 
have  any  public  tenants. 

Local  prospects  for  new  construction  and 
leasing  of  privately-owned  office  buildings, 
therefore,  depend  in  part  on  anticipations  about 
the  future  floor  space  needs  of  public  establish- 
ments. They  alsn^r|pr>PTid  op,  anticipations  ahnnt 
how  ™_M^h,  nf  fno  f"fo1  p"bli>  riPPrl  for  nffipp 
floor  srtarp  will  hp  mpt  Vw  basing  rather  than 
by  orrnpvirijT  now  qj-  existing  publicly-owned 
buildings.  Thpsp  nncpvtaintips  are  almost 
unique  to  office-hnilrbrio-  rrmrkpfK 

The  degree  of  public  occupancy  is  surpris- 
ingly large  in  some  localities.  It  can  place  fed- 
eral, state,  or  local  governments  in  strong  bar- 
gaining positions  to  influence  the  tone  of  the 
entire  office  market,  including  the  terms  of 
rental  transactions.  To  cite  an  extreme  ex- 
ample, the  Federal  Government  probably  owns 
about  as  much  office  floor  space  in  the  Wash- 
ington, D.  C,  area  as  all  private  landlords  do. 
It  also  leases  roughly  a  fifth  of  all  floor  space 
in  all  privately-owned  office  buildings. 

Throughout  the  nation,  the  largest  single 
owner-occupant  and  tenant  of  office  floor  space 
is  the  federal  government.  Two  major  federal 
organizations — the_General  Services  Adminis- 


tration and  the  Post  Office- Department — to- 
gether owned  about  100  million  square  feet  of 
office-type  floor  space  in  1965.  They  rented  an- 
other 100  million  or  so  square  feet.  Their  ag- 
gregate annual  rental  payments  to  private  land- 
lords exceeded  $180  million.1 

Another  important  public  user  of  office  floor 
space  is  the  State  of  New—York.  It  owned  4.1 
million  square  feet  of  office  floor  space  at  the 
end  of  1965.  It  also  leased  some  4.0  million 
square  feet  in  privately-owned  office  buildings 
at  an  annual  rental  of  $13.7  million.  Owner- 
ship of  office  floor  space  by  New  York  State 
increased  by  about  1.5  million  square  feet  be- 
tween 1960  and  1965. 

A  major  local  government  user  of  office  floor 
space  is  theJlity_of  New  York.  Departments 
and  agencies  directly  under  the  jurisdiction  of 
the  Mayor  owned  and  occupied  about  8.5  mil- 
lion square  feet  of  office  floor  space  at  the  end 
of  1965.  They  leased^  approximately  minimi 
square  feet  in  privately-owned  buildings  at  an 
annual  rental  of  $13.1  million.  Between  1960 
and  1965,  ownership, of  offlc^_floor_space  by 
these  departments  and  agencies  was  unchanged; 
their  leasing  of  privately-owned  floor  space  in- 
creased by  2.6  million  square  feet.2 


1  Based  on  reports  from  the  two  agencies.  Other  fed- 
eral office  floor  space  is  under  the  jurisdiction  of  the 
Architect  of  the  Capitol;  there  is  also  floor  space  in 
the  building  occupied  by  the  Bureau  of  Engraving  & 
Printing,  and  the  Treasury  Department  main  building 
and  annex.  The  extent  of  federal  ownership,  leasing, 
and  management  of  real  estate,  including  office  build- 
ings, is  indirectly  suggested  by  the  length  of  Title  40 
of  the  United  States  Code  (1964  edition).  This  Title 
— which  relates  to  federal  public  building,  property, 
and  works — covers  135  pages. 

2  Data  for  New  York  State  and  New  York  City  are 
based  on  letters  to  the  author.  The  New  York  City 
data  exclude  office  floor  space  owned  or  leased  by  such 
agencies  as  the  Port  of  New  York  Authority  and  the 
New  York  City  Housing  Authority.  The  Port  of  New 
York  Authority,  of  course,  owns  the  World  Trade 
Center,  now  under  development  in  Manhattan,  which 
is  scheduled  to  contain  over  7%  million  square  feet  of 
usable  office  floor  space. 
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Chain  Occupancy 

There  is  widespread  demand  by  individual 
nnhlic  or  private  users  for  floor  snare  in  office 
KniMi^fro  Wof^H  af  more  than  one  address. 
Chain  occupancy  may  occur  within  the  same 
metropolitan  area,  among  different  areas,  or 
both.  Decisions  by  large  floor  space  users  about 
whether,  where,  and  when  to  decentralize  or 
recentralize  can  obviously  have  far-flung  conse- 
quences for  local  markets.  They  are  a  means 
by  which  the  effects  of  isolated  economic 
changes  may  be  transmitted  into  many  other 
areas  to  produce  unexpected  waves  or  shallows 
in  demands  for  additional  office  floor  space. 

Federal,  state,  and  local  governments  are 
among  the  important  chfjin  nsprs  nf  nffipp  flnnv 

_S-Pace.    So,  too,  are  J30™ p  nrl^  hraTigh-offififtp^rvf 

busines^jiojyafltfaiin^ 

Office  demand  by  nationwide  business  firms  and 
life  insurance  companies  focuses  particularly 
on  New  York  City  and  Chicago,  and  to  a  lesser 
extent  on  such  regional  financial  or  administra- 
tive centers  as  Atlanta,  Boston,  Dallas,  Denver, 
Hartford,  Los  Angeles,  Pittsburgh,  and  San 
Francisco.  Linked  to  these  dominant  types  of 
establishments  are  many  local  or  national  con- 
sulting and  service  concerns  like  advertising 
agencies,  commercial  banks,  and  legal  firms.3 

Postwar  expansion  in  chain  occupancy  by 
stock  exchange  firms  and  banks  has  given  some 
stimulus  to  the  boom  in  new  office  construction. 
Not  all  such  demand,  however,  has  been  ac- 
commodated in  office  buildings,  whether  owner- 
or  renter-occupied,  or  new  or  old. 

Among  members  of  the  New  York  Stock  Ex- 
change, the  number  of  main  offices  has  in- 
creased by  a  tenth  since  1946  to  reach  a  total 
of  651  at  the  end  of  1965.  Meanwhile,  the 
number  of  domestic  branch  offices  has  tripled 
to  a  total  of  2,880.  Altogether,  the  three  largest 
brokerage  houses  operated  a  combined  total  of 
more  than  300  domestic  branch  offices  at  the 
end  of  last  year. 

Much  the  same  nictnrp  pmmmn  fmr  mntnnl 
savings  banks,  savings  and  loan  associations, 
and  commercial  banks.  The  aggregate  number 
of  home  ofliees  Of  llle'se  institutions  changed 
little  between  1953  and  1965.  But  the  number 


3  Postwar  tendencies  of  life  insurance  companies 
toward  decentralization  and  suburbanization  are  de- 
tailed in  Edgar  M.  Horwood  and  Ronald  R.  Boyce, 
Studies  of  the  Central  Business  District  and  Urban 
Freeway  Development  (Seattle:  University  of  Wash- 
ington Press,  1959). 


of  their  branches  tripled.    (Chart  6) 

By  the  end  of  1965,  the  three  largest  mutual 
savings  banks  operated  a  combined  total  of  30 
branches.  The  three  largest  savings  and  loan 
associations  had  a  total  of  64  branches.  The 
three  largest  commercial  banks  operated  more 
than  1,120  domestic  branches. 

Each  year,  a  number  of  old  branch  offices  of 
commercial  and  savings  banks  are  moved.  Some 
go  into  new  buildings.  Between  1961  and  1965, 
changes  in  title,  location,  or  name  of  location 
were  reported  for  more  than  2,000  existing 
bank  branches,  according  to  data  of  the  Fed- 
eral Deposit  Insurance  Corporation.  The  an- 
nual rate  of  movement  during  these  years 
ranged  between  2  and  5  per  cent  of  the  number 
of  branches  in  existence  at  the  beginning  of 
the  year. 

Mergers 

Business  mergers  and  acquisitions  have  given 
some  further  stimulus  to  the  postwar  office 
boom.  Some  mergers  of  two  business  firms  or 
the  acquisition  of  one  firm  by  another  concern 
are  eventually  followed  by  consolidating  the 
separate  central  offices  formerly  maintained  by 
each  of  the  two  individual  firms.  The  amount 
of  headquarters  office  floor  space  occupied  after 
consolidation  may  be  no  larger  —  or  may  be 
smaller  —  than  the  total  number  of  square  feet 
ot  noor  space  that  both  firms  occupied  sep- 
arately prior  to  merger,  whether  in  one  or 
several  metropolitan  areas.  But  consolidation 
may  w^ll  create  a  need  for  a  larger  contiguous 
amount  of  office  floor  space  than  either  firm 
formerly  used.  This  is  a  requirement  that  new 
office  buildings  can  meet  particularly  well. 

Recent  business  mergers  have  probably  been 
relatively  less  numerous  than  those  during  the 
1890's,  the  early  1900's,  and  the  1920's.  Never- 
theless, the  reported  number  of  postwar  mer- 
gers has  increased  as  the  general  business  popu- 
lation and  the  general  economy  have  grown.  In 
fact,  "the  merger  movement  has  pushed  into 
postwar  heights  and  affected  a  wide  spectrum 
of  industries  with  dairy  products,  paper,  chemi- 
cals, and  petroleum,  aero-space-electronics,  mo- 
tors, textiles,  and  chain  food  distribtion  most 
prominent."  4 

Among  manufacturing  and  mining  corpora- 
tions alone,  nearly  11,000  mergers  and  acquisi- 


4  House  Select  Committee  on  Small  Business,  "Mer- 
gers and  Superconcentration,"  staff  report,  1962. 
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Chart  6 

Offices  of  Banks  and  Savings  and  Loan  Associations 


SOURCE:    See  Appendix 
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tions  have  been  recorded  by  the  Federal  Trade 
Commission  since  the  end  of  1946.  The  pace  of 
such  mergers  has  continued  to  rise.  Between 
1961  and  1965,  the  number  of  mergers  was  a 
fourth  larger  than  the  1956-60  total.5  Even  so, 
reported  mergers  and  acquisitions  in  any  one 
year  were  probably  equivalent  to  less  than  0.3 
per  cent  of  the  number  of  manufacturing  and 
mining  concerns  in  operation. 

Mergers  of  commercial  banks  and  mutual 
savings  banks  have  also  given  some  support  to 
the  construction  of  new  office  buildings.  Bank 
mergers  —  including  absorptions  and  consoli- 
dations not  involving  financial  aid  by  the  Fed- 
eral Deposit  Insurance  Corporation  —  exceeded 
2,600  between  1947  and  1965.  The  average 
annual  rate  of  merger  approximated  one  per 
cent  of  all  banks  in  operation  at  the  beginning 
of  any  year. 

Growth  of  Firms 

An  important  source  of  demand  for  new 
office  floor  space  has  come  from  the  growth 
requirements— of— existing   firms   other  thali 

throno-h  hranrhlno-     a  vmio-n  inrlov  av^A. 

ing  demand  from  this  source  is  the  amount  of 
floor  space  used  per  occupant  in  rental  office 
buildings  for  which  reports  have  been  made  to 
the  National  Association  of  Building  Owners 
and  Managers. ,;    In  19Q5^the  avfraw  offipp 


5  "The  FTC  is  now  in  the  process  of  retabulating 
mergers  and  acquisitions  back  to  1955  on  the  basis  of 
different  criteria.  When  the  new  data  become  available, 
they  will  probably  show  that,  for  the  period  between 
1955  and  1963  the  number  of  mergers  has  been  under- 
stated by  from  300  to  500  per  year."  Senate  Select 
Committee  on  Small  Business,  Fifteenth  Annual  Re- 
port, (1965),  p.  5. 

,;  These  data  reflect  reports  of  variable  coverage, 
almost  exclusively  for  rental  buildings  located  else- 
where than  in  New  York  City.  Their  illustrative  trend 
is  probably  more  indicative  than  their  level.  They 
exclude,  of  course,  all  owner-occupied  buildings  not 
primarily  for  rent.  No  national  or  local  data  appear 
to  be  available  on  the  range  of  variation  around  this 
average. 


tenant  occupied  2,622  square  feet  of  floor  space 
— adequate  to  accommodate  about  Zl  office 
workers.  This  average  was  more  than  twice 
as  large  as  in  1952,  when  a  figure  was  reported 
for  the  first  time.   (Chart  5) 

The  timing  of  moves  to  consolidate  or  expand 
office  work  forces,  however,  can  be  controlled 
to  some  extent  by  crowding  up  at  first  and  then 
by  spilling  out  into  other  buildings.  The  process 
of  crowding  and  spilling  of  demand  may 
eventually  come  to  focus  in  an  urgent  need  to 
bring  operations  together  at  a  single  address. 
It  may  lead  to  rapid  changes  in  demand  for 
fairly  large  contiguous  amounts  of  office  floor 
space  in  one  locality,  despite  the  small  amount 
of  floor  space  reportedly  occupied  by  the  aver- 
age rental  tenant. 

Demands  for  floor  space  to  consolidate  the 
office  operations  of  larger  firms  may  often  have 
to  be  met  by  new  construction,  particularly  in 
view  of  the  low  rate  of  turnover  of  space  in 
older  buildings.  Office  floor  space  made  avail- 
able annually  through  tenant  turnover,  plus 
long-term  vacant  floor  space  in  existing  build- 
ings, comes  in  varied  amounts  of  contiguous 
square  feet  of  floor  space  per  available  loca- 
tion. But  tenajvt_demands  f^rJiigIiTC}uality^of- 
fice  floor  space  to  meet  consolidation  or  expan- 
sion requirements  may  not  invariably  match 
chunks  available  in  older  structures.  Moreover, 
some  chunks  in  existing  buildings  may  be__of- 
fered  only  on  an  <<as:jjlL-}3asi&--w4th^xisting 
partitions  and  other  improvements  of  former 
tenants~still  in~place^ 

All  these  considerations  may  channel  de- 
mands for  floor  space  to  meet  consolidation  or 
expansion  needs  of  large  firms  into  new  con- 
struction to  what  may  be  an  unusual  degree. 
Only  in  a  new  Manhattan  office  builHing,  for 
example,  could  the  J.  C.  Penney  Company  have 
leased  at  one  address  31  contiguous  floors  with 
850,000  square  feet  of  floor  space.  An  even 
larger  lease  was  signed  in  1966  when  the  First 
National  City  Bank  agreed  to  rent  an  entire 
yet-to-be-completed  building  of  some  870,000 
square  feet  at  111  Wall  Street. 
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Financing,  Leasing,  and  Operation 


The  financing,  leasing,  and  operation  of  in- 
come-producing properties  are  interrelated. 
This  relationship  is  striking  in  the  case  of 
office  buildings. 

To  underwrite  the  postwar  office  boom  has 
required  a  large  supply  of  loanable  funds,  de- 
spite widespread  construction  by  owner  occu- 
pants who  may  rely  heavily  on  their  own  finan- 
cial resources.  Ample  capital  has  generally 
been  available  for  office-building  collateral  on 
terms  that  favored  borrowers  precisely  because 
long-term  occupancy  commitments  were  ob- 
tainable from  tenants  presumed  to  be  financially 
strong.  Current  income  to  repay  the  loans  has 
ordinarily  come  solely  from  net  property  reve- 
nues whose  volume  has  depended  partly  on  the 
success  of  leasing  efforts. 

Monetary  policy  has  undoubtedly  influenced 
all  three  aspects.  It  has  affected  the  avail- 
ability as  well  as  the  cost  of  credit  for  office- 
building  development,  but  to  a  lesser  extent 
than  for  credit  advanced  against  new  single- 
family  homes.  It  has  also  affected  the  willing- 
ness of  lenders,  developers,  and  tenants  to 
commit  ahead  on  office  buildings  for  loanable 
funds,  new  construction,  and  occupancy. 
Finally,  it  has  affected  the  present  value  of 
office-building  collateral  by  influencing  expecta- 
tions about  the  future  course  of  net  operating 
income  and  by  influencing  the  level  of  rates 
used  to  discount  such  income. 

Financing 

The  postwar  boom  in  office  buildings — fea- 
tured by  a  further  increase  in  average  scale  of 
development — has  generated  growing  demands 
for  capital  financing.  Annual  gross  require- 
ments for  the  construction  of  new  private  build- 
ings (including  additions  and  alterations)  ap- 
parently increased  in  all  but  two  postwar  years. 
By  1965,  estimated  outlays  for  new  private 
office-building  construction,  excluding  land,  ran 
twice  as  high  as  in  1956  and  four  times  as  high 
as  in  1950.1    (Chart  1)   Much  the  same  rela- 


tive increases  probably  obtained  for  publicly- 
built  structures.  Nearly  all  these  new  facilities 
involved  recourse  to  debt  financing  for  most,  if 
not  all,  of  the  capital  expended  for  land  as  well 
as  for  structures. 

Additional  capital  financing  has  also  been 
needed  to  facilitate  the  market  exchange  of 
older  privately-owned  office  buildings.  As  in 
the  case  of  hotels  and  motels,  turnover  of  office- 
building  ownership  has  probably  expanded  over 
the  postwar  period.  For  one  thing,  there  has 
been  an  increase  in  the  number  and  average 
value  of  existing  office  buildings  potentially 
available  for  sale.  Also,  turnover  of  ownership 
of  older  structures  may  have  been  stimulated 
to  some  extent  since  1954  by  changes  in  Fed- 
eral income-tax  laws  and  regulations  applicable 
to  depreciable  real  estate.3  Finally,  turnover 
may  have  been  augmented  by  a  postwar  growth 
in  the  types  of  private  owners  likely  to  acquire 
office  buildings,  including  syndicates,  real  estate 
corporations,  and  real  estate  investment  trusts. 

Nevertheless,  the  average  rate  at  which  own- 
ership of  office  buildings  changes  hands  still 
appears  to  be  quite  low.  In  part,  the  low  turn- 
over rate  reflects  the  widespread  extent  of 
publicly-owned  buildings,  which  are  almost 
never  sold.  Such  buildings  accordingly  pose  no 
repeated  demands  on  capital  markets  for  addi- 
tional funds  that  may  be  needed  to  finance 
resales. 

But  turnover  of  ownership  appears  to  be 

1  In  contrast,  outlays  for  new  private  nonfarm  resi- 
dential construction  in  1965  were  only  IV2  times  as 
high  as  in  1950  when  the  first  housing  boom  was 
already  in  process. 

2  For  a  review  of  these  changes,  see  Shipp  and 
Fisher,  "The  Postwar  Boom  in  Hotels  and  Motels," 
op.  cit.,  pp.  28-37.  The  investment  tax  credit  allow- 
ance for  business  machinery  and  equipment,  as  well 
as  the  double-declining  balance  and  sum-of-the-digits 
methods  of  computing  depreciation  on  new  or  recon- 
structed real  estate,  were  suspended  on  October  10, 
1966,  through  December  31,  1967. 
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slow  even  for  privately-held  buildings.  Open- 
market  sales  of  private  office  buildings  in  Man- 
hattan, for  example,  were  relatively  less  fre- 
quent between  1959  and  1965  than  sales  of  pri- 
vate residential  properties,  even  during  a  period 
when  rent  control  was  still  in  effect  for  many 
dwellings.3  Open-market  sales  of  office  build- 
ings averaged  only  3  per  cent  annually  of  the 
number  of  such  structures  on  the  tax  rolls,  and 
2  per  cent  of  their  total  assessed  valuation.  In 
contrast,  residential  properties  turned  over 
nearly  twice  as  fast  on  the  average. 

No  current  information  is  available  about 
how  these  office-building  sales  were  financed, 
or  about  how  much  borrowed  capital  they 
needed.  Not  all  sales,  of  course,  require  addi- 
tional flows  of  capital  funds.  Some  may  involve 
the  exchange  of  credit  instruments  like  pur- 
chase-money mortgages.  Others  may  represent 
outright  exchanges  of  property  ownership  sole- 
ly for  tax  or  other  reasons. 

The  long  period  of  ownership  of  private  of- 
fice buildings  in  Manhattan  —  averaging  30 
years  or  more  —  may  be  explained  in  part  by 
the  wide  extent  of  owner  occupancy.  Once 
completed,  buildings  occupied  by  their  owners 
may  be  held  off  the  sales  market  for  decades. 
Long  periods  of  owner  occupancy  may  reflect 
in  part  an  unwillingness  to  leave  the  goodwill 
or  prestige  built  up  at  a  particular  address. 
Also,  rental  buildings  in  the  hands  of  long- 
term  investors,  including  estates,  seldom  are 
sold.  One  study  of  real  estate  investment  ex- 
perience concluded,  in  fact,  that  "there  are 
larger  numbers  of  long-term  holders  of  real 
estate  than  is  commonly  assumed,  at  least  in 
New  York  City  and  other  large  metropolitan 
centers."  4 

It  appears^ttien,  that  ownership  turnover  of 
office  jauildinpliaM  Uwil  minimal.  Sales  of 
buildings  held  by  private  owner-occupants  and 
by  long-term  investors  have  been  infrequent. 
Their  low  rate  of  turnover  has  outweighed  the 


3  In  New  York  City,  rent  control  ended  for  office 
space  in  mid-1963,  as  noted  earlier. 

4  Leo  Grebler,  Experience  in  Urban  Real  Estate  In- 
vestment (New  York:  Columbia  University  Press, 
1955),  p.  14.  In  "Land  Tenure  in  the  Central  Business 
District,"  Seyfried  and  Appelo  concluded  that  "real 
estate  in  the  central  business  district  [of  Seattle  and 
San  Francisco]  is  mostly  owned  by  organizations  of 
indefinite  life,  Corporations  and  Estates,"  tending  to 
make  for  low  rates  of  open  market  sales.  (Land  Eco- 
nomics, May  19G6,  p.  177.) 


presumably  more  rapid  exchange  of  structures 
held  speculatively  for  maximum  short-run  in- 
come-tax shelter  or  capital  gain. 

Occasionally,  privately-owned  buildings  may 
be  refinanced.  In  doing  so,  they  may  absorb 
some  incremental  amounts  of  credit  or  funds. 
Speculatively-held  buildings,  in  particular,  may 
be  refinanced  more  often  than  others.  Refinanc- 
ing may  occur  as  soon  as  property  earnings 
increase  enough  to  justify  a  larger  loan,  pro- 
vided early  refinancing  is  allowed  under  exist- 
ing loan  agreements.  Or  buildings  may  be 
acquired  for  speculation  under  financing  in- 
volving an  amortized  first  mortgage  plus  one 
or  more  junior  mortgages  requiring  periodic 
payments  solely  toward  interest.  In  these  cases, 
refinancing  of  all  outstanding  debt  into  one 
first  mortgage  may  take  place  as  soon  as  the 
existing  first  mortgage  has  been  paid  down  by 
the  amount  of  the  junior  loans. 

Examples  of  junior  financing  are  cited  from 
time  to  time  in  the  press.  On  May  9.  1966,  for 
example,  The  New  York  Times  reported  that 
the  building  at  72  Wall  Street  in  Manhattan 
was  sold  for  approximately  $10.6  million.  The 
purchase  was  said  to  be  subject  to  an  existing 
first  mortgage  of  about  $5.5  million.  There  was 
also  a  second  mortgage  of  $1.2  million  and  a 
third  mortgage  of  nearly  $2.0  million. 

Sources  and  Instruments.  Sources  and  meth- 
ods of  financing  office  buildings  vary  widely. 
Life  insurance  companies,  mutual  savings 
banks,  and  pension  funds  dominate  national 
markets  for  individual  chunks  of  capital  needed 
to  finance  large  private  office  buildings  or  proj- 
ects. Local  lenders  like  commercial  banks  and 
savings  and  loan  associations  may  take  an  ac- 
tive role  in  financing  smaller  structures  that 
account  numerically  for  the  bulk  of  all  private 
office  buildings. 

Commercial  banks,  individuals,  partnerships, 
and  trusts  account  for  a  large  share  of  all  pri- 
vate holders  of  federal  and  municipal  obliga- 
tions that  may  be  issued  to  finance  publicly- 
owned  office  buildings.  Of  all  state  and  local 
government  office  and  court  buildings,  "in  the 
past  the  majority,  or  70  per  cent,  .  .  .  have 
been  financed  by  tax-exempt  municipal  bonds. 
Federal  grants  have  accounted  for  about  10 
per  cent  of  the  cost  of  these  facilities.  Another 
15  per  cent  of  the  cost  has  come  from  direct 
appropriation  from  tax  sources,  particularly 
used  in  the  case  of  State  financing.  The  remain- 
ing 5  per  cent  came  from  miscellaneous  sources 
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such  as  State  aid,  rents,  utility  service  charges, 
et  cetera."  5 

Large  office-building  loans  require  individual 
lenders,  or  groups  of  lenders,  with  ample  re- 
sources to  originate  them.  The  increasing  post- 
war scale  of  the  largest  financial  institutions 
has  obviously  facilitated  the  growing  physical 
scale  of  private  office  building  developments. 
The  total  assets  of  the  five  largest  life  insurance 
companies,  for  example,  have  tripled  since 
World  War  II,  reaching  a  combined  figure  of 
$74  billion  at  the  end  of  1965.  By  then,  the 
two  largest  companies  each  held  assets  valued 
at  more  than  $22  billion. 

Various  methods  of  financing  private  office 
buildings  have  been  relied  on  during  the  post- 
war years  to  meet  growing  needs  for  capital. 
Mortgages,  private  placements,  corporate  se- 
curities, ground  leases,  and  sales-leaseback 
transactions  have  all  played  a  part.  The  $61 
million  first  mortgage  on  the  Pan  Am  Building 
(1963)  in  Manhattan  was  supplied  jointly  by 
a  life  insurance  company  and  a  pension  fund. 
The  Seagram  Building  (1957)  is  said  to  have 
been  financed  through  the  public  sale  of  $40 
million  in  corporate  debentures.  The  Empire 
State  Building  (1930)  is  now  operated  under 
the  terms  of  several  recent  sales-leaseback 
transactions  made  with  a  life  insurance  com- 
pany. 

Intricate  legal  interests  may  be  created  in 
order  to  obtain  the  largest  possible  amount  of 
financing.  The  fee  may  be  sold  to  one  investor 
subject  to  an  operating  lease  permitting  the 
holder  to  use  or  sublease  the  floor  space  in  the 
building.  The  leasehold  may  then  be  mort- 
gaged to  a  second  lender.  The  price  paid  and 
financed  for  the  individual  interests  may  exceed 
the  amounts  otherwise  involved  if  the  property 
were  encumbered  with  only  a  first  mortgage. 

Creation  of  subordinate  estates  in  an  office- 
building  property,  therefore,  can  generate  de- 
mands for  borrowed  funds  over  and  beyond 
amounts  paid  out  originally  for  land  and  con- 
struction. The  need  for  borrowed  funds  or 
credit  in  such  cases  partly  depends  on  the 
capitalized  price  of  net  operating  rentals,  the 
extent  to  which  equity  funds  can  be  raised  to 
meet  this  price,  and  the  techniques  of  financing 
involved. 


5  Kinane,  "Public  Office  and  Court  Buildings,"  op. 
ext.,  p.  686. 


Monetary  Policy.  During  certain  postwar  pe- 
riods, the  impact  of  tightening  capital  market 
conditions  on  new  private  office-building  con- 
struction seems  to  have  been  more  delayed  and 
less  marked  than  in  the  case  of  one-family  home 
construction.  This  result  apparently  reflects 
differences  in  types  of  sponsors,  sources  of 
funds,  and  scale  of  development. 

1.  One  or  only  a  few  large  new  office  buildings 
typically  dominate  construction  activity  in  any 
one  year  or  period  of  years  within  many  larger 
localities.  Large  office  buildings  are  often  spon- 
sored by  owner  occupants  with  some  internal 
financing  resources  of  their  own  and  with  long 
planning  horizons.  The  decision  to  build  or  ac- 
quire a  new  office  building  is  not  contingent  on 
the  availability  of  financing  for  the  sale  of  an 
older  structure,  as  it  often  is  in  the  housing 
market  where  many  new-home  buyers  are  old- 
home  sellers. 

2.  Large  new  office  buildings  require  substan- 
tial amounts  of  financing.  These  requirements 
are  usually  met  largely  by  borrowing  within  one 
or  more  sectors  of  the  national  capital  markets. 
Recourse  may  be  taken  to  financing  alternatives 
not  ordinarily  open  to  speculative  housing  devel- 
opers, including  the  issuance  of  corporate  secur- 
ities. On  occasion,  sponsors  of  large  office  build- 
ings may  turn  to  sale-leaseback  transactions  made 
only  in  connection  with  medium-  or  large-sized 
projects  of  any  type  of  real  estate. 

3.  Large  new  buildings  often  require  long  for- 
ward financing  commitments.  Once  obtained,  a 
forward  commitment  becomes  essentially  immune 
to  the  effects  of  later  changes  toward  tighter 
monetary  conditions.  Forward  commitments  may 
be  provided  especially  by  life  insurance  com- 
panies, a  type  of  nondepositary  lender  likely  to 
be  affected  less  immediately  by  tighter  credit 
conditions  than  depositary  institutions  are.  Dur- 
ing periods  of  market  tightness,  many  life  in- 
surance companies  cut  back  later  on  commitments 
for  commercial  properties  than  they  do  on  resi- 
dential commitments. 

4.  Costs  of  financing  office  buildings — particu- 
larly speculative  ones — constitute  only  a  minor 
consideration  compared  to  the  availability  of 
borrowed  funds.  Availability  of  funds  for  office 
construction  is  enhanced  by  the  fact  that  many 
office-building  borrowers  are  incorporated.  Hence 
they  are  often  exempt  from  the  State  usury 
ceilings  on  mortgage  charges  which  may  apply 
only  to  individuals,  such  as  home  buyers.  When 
credit  conditions  are  tight,  these  usury  ceilings 
may  inhibit  lending  to  borrowers  subject  to  their 
provisions. 

Tighter  credit  conditions,  then,  may  have  a 
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long-delayed  effect  on  starts  of  large  new  office 
buildings  and  expenditures  for  on-going  proj- 
ects. To  the  extent  that  tight  money  helps  to 
slow  the  general  pace  of  economic  expansion, 
of  course,  it  will  affect  aggregate  demand  for 
office  floor  space.  In  this  way,  it  may  discour- 
age some  plans  for  new  buildings  scheduled  to 
be  marketed  several  years  in  the  future. 

The  more  immediate  effect  of  tighter  credit 
is  probably  to  dampen  plans  to  erect  smaller 
office  buildings  with  shorter  development  pe- 
riods. These  small  buildings,  as  noted  earlier, 
ordinarily  account  for  a  substantial  share  of 
new  office  structures,  although  they  may  ac- 
count for  only  a  small  portion  of  total  new 
office  floor  space  in  larger  metropolitan  areas. 
If  so,  the  marginal  effects  of  monetary  policy 
on  office-building  activity  may  indeed  be 
important.  Further  study  of  experience 
within  specific  localities  is  needed  to  test  this 
hypothesis. 

Leasing 

Advance  leasing  of  office  floor  space  for 
future  delivery  is  a  common  feature  of  the 
market.  This  practice  is  r>ossihlp  bprausp  tpn- 
ant  needs  for  accommodation  can  often  be 
scheduled  ahead  with  certainty.  And  they  can 
be  postponed  temporarily  by  crowding  up  in 
current  quarters. 

For  office  floor  space  in  new  buildings,  ad- 
vance leasing  may  proceed  many  months — if 
not  a  year  or  more — prior  to  opening.  Once 
completed,  new  buildings  with  preleased  floor 
space  can  begin  operations  with  assurance  of 
some  current  income.  This  is  the  very  time, 
of  course,  when  operating  expenses  are  starting 
up  and  pressures  would  otherwise  be  mounting 
for  quick  lease  negotiations  on  terms  that  might 
be  less  favorable  for  landlords. 

Advance  leasing  of  new  floor  space  allows 
future  additions  to  the  local  supply  of  immedi- 
ately-available floor  space  to  be  absorbed 
gradually.  It  eases  the  market  shock  that  could 
occur  if  all  newly-finished  floor  space  were  first 
thrown  on  the  market  only  at  the  time  of 
completion. 

Advance  leasing,  in  effect,  allows  yet-to-be 
completed  structures  to  compete  with  older 
buildings  for  tenants,  even  though  the  new 
floor  space  can  be  offered  only  for  future  de- 
livery. From  one  point  of  view,  this  means 
that  statistics  on  vacancy  rates  in  completed 
buildings  —  based  on  floor  space  available  for 
immediate  delivery  —  understate  the  aggre- 


gate market  supply  to  the  extent  that  floor 
space  is  currently  for  rent  in  new  buildings 
to  be  completed  later. 

Some  floor  space  in  older  buildings  is  usually 
offered,  too,  for  future  delivery  pending  the 
moving-out  of  tenants  currently  in  occupancy. 
The  amount  of  such  floor  space  for  rent  on 
local  markets  depends  on  the  rate  at  which  ten- 
ants move.  The  period  covered  for  future  de- 
livery depends  on  the  length  of  advance  notice 
of  moving  that  tenants  are  required  to  give 
to  landlords.  This  is  another  supply  feature 
of  the  market  that  vacancy  statistics  fail  to 
take  into  account. 

Leasing  of  office  floor  space  —  being  based 
on  direct  negotiation  —  reflects  the  relative 
bargaining  positions  of  landlord  and  tenant, 
the  quality  and  amount  of  square  feet  of  office 
floor  space  involved,  and  the  extent  of  services 
to  be  rendered  by  the  landlord,  among  other 
things.  Such  considerations  make  for  unstand- 
ardized  contracts  similar  to  leases  for  retail 
space  in  shopping  centers. 

Rental  Rates.  Local  practices  of  quoting  rates 
for  office  floor  space  vary.  In  most  places,  rents 
on  loQgpg  flf  q  par  nr  logger  are  quoted  in 
terms  of  dollars  per  squarp  font,  ppr  year.  But 
in  such  places  as  San  Francisco,  Honolulu,  and 
Los  Angeles,  rents  are  quoted  in  terms  of  dol- 
lars per  square  foot  per  month. 

In  Manhattan,  """fn1  ^tP0'  f"v'  cpor,Q  in 
npw  ftfnYp  h^jrjjro"  mnr  nrrlnrln  rnrhip  xrT 
—  such  as  floor  waxing,  the  washing,  pol- 
ishing, or  moving  of  furniture,  lamp  mainte- 
nance, carpet  shampooing,  wall  washing,  and 
soap  and  towels  —  lor^Wric  ^^^^^1^ 

om,aa^  °1Tr1y  P~»  m^ny  other  cities.  Moreover, 
rental  rates  for  new  office  floor  space  in  Man- 
hattan, Chicago,  and  Boston  are  often  based  on 
the  occupancy  of  an  entire  floor  by  one  tenant. 
In  other  cities,  rates  usually  refer  to  space  on 
floors  tenanted  by  several  occupants.  Quoted 
on  this  basis,  full-floor  office  rents  might  be  10 
to  30  per  cent  or  more  higher. 

As  a  general  rule,  tenants  occupying  large 
contiguous  amounts  of  office  floor  space  pay 
lower  rents  per  square  foot  than  small  tenants. 
In  the  case  of  office  space  in  new  Manhattan 
office  buildings,  for  instance,  tenants  using  10,- 
000  square  feet  or  more  of  office  space  may  pay 
rents  averaging  a  tenth  to  a  third  less  than 
small  tenants  seeking  500  to  2,000  square  feet 
each.  Thus  the  changing  share  of  large  and 
small  tenants  in  total  office  occupancy  can  com- 
plicate an  interpretation  of  the  significance  of 
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fluctuations  in  average  rents  reported  for  a 
group  of  buildings. 

Rental  rates  for  new  office  space  in  Man- 
hattan ordinarily  relate  to  "loft-type"  unim- 
proved floor  space.  A  tenant  may  have  to 
partition  and  furnish  much  of  this  area  at  his 
own  expense,  unless  the  landlord  agrees  to 
share  the  cost  as  a  form  of  non-rent  concession. 
Hence  the  importance  in  a  lease  agreement  of 
the  provisions  of  the  "building  standard"  —  an 
itemized  account  of  the  ordinary  construction 
work  which  the  landlord  agrees  to  supply  and 
install  for  each  tenant  in  his  own  unit  of  floor 
space.  In  many  other  cities,  office  rents  are 
for  "turn-key"  jobs,  which  may  be  fully  parti- 
tioned and  carpeted. 

Lease  Maturities.  Customary  lease  maturities 
also  differ  from  place  to  place.  In  Manhattan, 
leases  for  new  office  floor  space  may  run  as 
long  as  15  to  20  years  or  more,  plus  renewal 
options,  particularly  for  prime  tenants.  In  most 
other  metropolitan  areas,  leases  in  new  build- 
ings seldom  run  longer  than  10  years,  and  often 
less  than  five  years.  In  Detroit,  Milwaukee,  San 
Francisco,  and  Washington,  D.  C,  the  typical 
lease  is  said  to  run  for  three  to  five  years. 

The  longer  lease  term  in  Manhattan  reflects 
in  part  several  underlying  demand  factors. 
Large  businesses  with  national  headquarters  in 
Manhattan  are  in  a  position  to  enter  into  long- 
term  leases  for  large  contiguous  amounts  of 
floor  space,  due  to  their  corporate  form  of  or- 
ganization and  their  almost  certain  future  need 
for  ample  headquarters  floor  space.  Consider- 
able prestige  may  attach  to  office  headquarters 
and  large  sums  may  be  spent  to  embellish  them. 
It  may  prove  feasible  to  write  off  such  sums 
only  over  a  long  lease  term. 

Also,  leases  ordinarily  do  not  show  up  on 
balance  sheets  as  corporate  liabilities.'1  Hence 
long  leases  appear  to  involve  no  greater  finan- 
cial commitment  than  short  ones.  And  the  large 
aggregate  rentals  agreed  on  in  long-term  lease 
contracts  are  usually  payable  in  installments 
only  one  month  at  a  time. 

But  Manhattan's  longer  leases  cannot  be  ex- 
plained fully  by  the  fact  that  about  150  of  the 
nation's   500  largest  industrial  corporations 


6  Long-term  leases  signed  some  time  ago,  on  the  other 
hand,  may  represent  valuable  financial  assets  if  esca- 
lated rents  currently  being  paid  under  their  terms  are 
below  going  rents  for  comparable  newly-leased  quarters. 


maintain  their  business  headquarters  there  and 
compete  for  office  accommodations.  Some  50 
large  industrial  corporate  headquarters  are  lo- 
cated in  Chicago.  Yet  relatively  few  office 
leases  run  longer  than  10  years. 

Office  leases  with  maturities  of  about  five 
years  or  longer  generally  contain  escalator 
clauses.  These  lease  provisions  are  designed  to 
shift  to  the  tenant  at  least  part  of  the  risk  of 
any  future  change  in  the  expense  of  operating 
the  building.  They  usually  require  the  tenant  to 
share  proportionately  in  any  increase  or  de- 
crease in  property  taxes  during  the  term.  In 
addition,  the  tenant  may  share  in  changes  in 
other  designated  operating  expenses,  such  as 
janitorial  wages.  The  inclusion  of  escalator 
clauses  in  leases  running  for  a  number  of  years 
helps  to  explain  why  annual  basic  rents  payable 
under  such  agreements  may  be  lower  than  ren- 
tals paid  under  short-term  leases  lacking 
escalator  clauses. 

Future  Commitments.  Leases  for  office  floor 
space  represent  substantial  financial  commit- 
ments undertaken  by  tenants.  Contracts  cover- 
ing thousands  of  square  feet  of  floor  space  and 
running  for  5  to  20  years  can  involve  millions 
of  dollars  in  advance  rental  commitments.  A 
one-year  lease  for  only  500  square  feet  of  floor 
space  may  constitute  an  advance  order  or  gross 
sale  of  $1,000  to  $4,000. 

For  the  landlord,  such  leases  evidence  an  as- 
surance of  future  income,  unless  default  occurs. 
This  advance  commitment  represents  a  valuable 
financial  asset.  It  may  serve  as  the  basis  for 
obtaining  credit  to  finance  the  development  or 
acquisition  of  the  property  itself  or  the  right  to 
operate  the  premises. 

The  lending  practice  has  grown,  in  fact,  of 
making  payouts  on  permanent  mortgage  loans 
contingent,  at  least  in  part,  on  the  level  of 
occupancy  or  the  amount  of  the  rent  attained 
in  a  new  privately-owned  office  building.  This 
custom  has  tended  to  encourage  owners  to  grant 
temporary  rent  or  non-rent  concessions  or  to 
assume  the  unexpired  leases  of  incoming  ten- 
ants, if  necessary,  to  fill  up  new  buildings  and 
so  qualify  for  the  largest  possible  loan  dis- 
bursement. If  an  owner  assumes  or  "takes 
back"  a  lease,  of  course,  he  must  pay  rent  out 
of  his  own  pocket  on  the  vacated  floor  space 
until  the  lease  expires  or  until  the  floor  space 
can  be  sublet  or  re-rented. 

The  quality  of  long-term  commitments  to 
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pay  office  rent  obviously  reflects  the  character 
of  the  tenants  behind  them.  This,  in  turn, 
serves  as  a  bargaining  point  in  negotiating 
the  amount  of  rentals  to  be  paid.  Some  experts 
consider  heavy-industry  firms  to  be  highly  de- 
sirable tenants,  presumably  because  such  firms 
are  deemed  to  have  substantial  assets  and  stay- 
ing power,  even  though  they  may  experience 
volatile  cyclical  swings  in  earnings.  Business- 
service  firms  with  uncertain  income  or  few 
solid  assets  may  be  rated  lower.  To  cover  the 
greater  risk  represented  by  lower-quality  ten- 
ants, premium  rents  may  be  charged.  In  such 
cases,  reports  of  higher  rents  may  signify  a 
reduction  in  tenant  quality  rather  than  a 
strengthening  in  market  demand. 

Lease  Assumptions  and  Concessions.  Assumed 
leases  or  lease  concessions  are  not  always  re- 
flected in  the  amount  of  rent  rolls.  Since  rent 
rolls  are  usually  based  on  gross  income  in- 
dicated by  signed  leases,  they  ordinarily  ex- 
clude expenses  directly  associated  with  leasing, 
whether  in  the  form  of  lease  assumptions  or 
concessions.  This  exclusion  can  limit  the  use- 
fulness of  rent  rolls  as  a  measure  of  the  finan- 
cial viability  of  an  office  building  against  which 
payouts  of  permanent  financing  may  be  made. 

The  practice  of  assuming  leases  when  com- 
petition is  keen  for  tenants  in  new  buildings 
dates  at  least  as  far  back  as  the  1890's  in 
Chicago. 

"The  financial  success  of  these  new  skyscrapers 
was,  until  the  end  of  the  World's  Fair  in  1893, 
greater  than  might  have  been  anticipated.  Ten- 
ants poured  out  of  the  old  buildings,  now  rapidly 
becoming  obsolete,  into  the  new  and  more  modern 
quarters  that  had  better  elevator  service,  more 
ornate  fixtures,  and  more  light  and  air.  This 
exodus  was  facilitated  in  many  cases  by  the  as- 
sumption of  old  leases  by  the  agents  of  the  new 
buildings."  7 

Nonrent  concessions  may  be  offered  in  the 
form  of  "free"  landlord  services.  These  serv- 
ices may  consist  of  alterations,  finishing-off  de- 
tails, or  decorations  to  tenant  quarters.  They 
may  also  include  the  provision  of  the  services 
of  an  architect,  without  direct  charge  to  the 
tenant,  to  plan  the  layout  of  the  office  interior. 
Or  the  landlord  may  pay  the  tenant's  expenses 
of  moving.  In  one  case,  a  landlord  of  a  new 


7  Homer  Hoyt,  One  Hundred  Years  of  Land  Values 
in  Chicago  (Chicago:  University  of  Chicago  Press, 
1933),  pp.  151-152.  Copyright  1933  by  The  University 
of  Chicago. 


office  building  on  the  West  Coast  agreed  to  buy 
radio  time  to  advertise  his  building  in  a  city 
located  100  miles  away  as  a  concession  to  a 
tenant  in  the  business  of  selling  radio  time. 

An  example.  Some  of  the  complex  interrelated 
aspects  of  leasing  and  financing  a  large-scale 
postwar  office  building  are  illustrated  by  the 
following  excerpts  from  a  prospectus  of  the 
Uris  Buildings  Corporation.  They  summarize 
certain  features  of  a  building  located  at  Num- 
ber Two  Broadway  in  Manhattan. 

"This  building,  owned  by  Uris  Broadway,  Inc., 
a  wholly  owned  subsidiary  of  the  Company,  is  a 
completely  air-conditioned  32-story  office  build- 
ing, first  occupied  by  tenants  in  February  1959, 
which  contains  approximately  1,324,000  square 
feet  of  rentable  area,  including  retail  shops  and 
storage  areas,  and  is  serviced  by  26  high-speed 
automatic  elevators  and  two  heavy-duty  service 
elevators.  The  building  occupies  the  block  front 
on  the  East  Side  of  Broadway,  ...  on  a  plot 
of  approximately  73,000  square  feet. 

"The  land  on  which  the  building  is  located  is 
held  under  a  long-term  net  lease  from  the  New 
York  Produce  Exchange  for  an  initial  term  of 
50  years  ending  May  31,  2006,  which  contains 
options  to  renew  the  lease  for  two  additional 
25-year  periods.  The  net  rent  under  this  lease 
is  $275,000  per  year  until  May  31,  1981,  and 
thereafter  .  .  .  not  less  than  $275,000  per  year. 

"The  building  and  the  leasehold  interest  in  the 
land  upon  which  it  is  located  are  subject  to  the 
lien  of  a  mortgage  entered  into  by  Uris  Broad- 
way, Inc.,  under  which  $26,000,000  aggregate 
principal  amount  of  First  Leasehold  Mortgage 
Sinking  Fund  5%%  Bonds  were  authorized,  of 
which  $24,500,000  aggregate  principal  amount 
was  outstanding  at  November  30,  1963.  On  De- 
cember 19,  1963,  Uris  Broadway,  Inc.  refinanced 
such  mortgage,  whereupon  $28,000,000  aggre- 
gate principal  amount  of  new  First  Leasehold 
Mortgage  Sinking  Fund  5%%  Bonds  .  .  .  were 
authorized  and  outstanding.  .  .  . 

"At  November  30,  1963,  there  were  a  total  of 
45  tenants  in  the  building  under  leases  calling 
for  gross  annual  rents  of  $7,055,590  or  an  aver- 
age of  $5.32  per  square  foot  of  rentable  area. 
Two  of  the  principal  tenants  in  the  building  are 
Chemical  Bank  New  York  Trust  Company  and 
First  National  City  Bank.  Chemical  Bank  New 
York  Trust  Company  maintains  clerical  offices  on 
three  floors  and  a  portion  of  a  fourth,  aggregat- 
ing 199,031  square  feet,  under  a  lease  expiring 
in  April  1980,  which  may  be  extended  at  the 
option  of  the  lessee  for  a  further  term  of  21 
years.  The  lease  also  contains  provisions  per- 
mitting Chemical  to  elect  to  occupy  additional 
space  at  various  dates. 

"First  National  City  Bank  maintains  executive 
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Chart  7 

Operating  Experience  in  Reporting  Rental  Office  Buildings 


SOURCE:    See  Appendix 
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and  general  offices  on  portions  of  two  floors  and 
banking  facilities  on  a  portion  of  the  ground 
floor  and  has  additional  space  in  the  basement, 
aggregating  138,300  square  feet,  under  a  lease 
expiring  in  April  1981,  which  may  be  extended 
at  the  option  of  the  lessee  for  a  further  term  of 
25  years. 

"The  gross  annual  rents  payable  by  those  two 
tenants  aggregate  approximately  $1,520,110  sub- 
ject to  increases  or  decreases  upon  the  basis  of 
increases  or  decreases  in  real  estate  taxes  and 
wage  rates  of  service  and  maintenance  personnel. 
.  .  .  Both  tenants  provide  their  own  cleaning 
services.  Eighteen  other  tenants  lease  areas  of 
not  less  than  20,000  square  feet  each.  .  .  . 

"In  addition  to  Chemical  Bank  New  York  Trust 
Company  and  First  National  City  Bank,  the  ten- 
ants occupying  more  than  60,000  square  feet  each 
under  leases  which  provided  for  original  terms 
of  15  years  or  more,  some  of  them  being  subject 
to  earlier  cancellation,  are:  American  Electric 
Power  Company,  Inc.,  Moore-McCormack  Lines, 
Inc.,  Haskins  &  Sells  and  Goodbody  &  Co.  .  .  . 

"The  present  assessed  value  of  the  building 
and  land  at  Two  Broadway  for  realty  tax  pur- 
poses is  $31,500,000."  8 

Operating  Experience 

The  postwar  office  boom  gradually  responded 
to  opportunities  for  leverage  in  this  type  of 
investment.  Leverage  is  inherent  in  the  mod- 
erate ratio  of  net  operating  income  to  gross 
income  that  typically  prevails  in  operating  an 
office  building."  It  may  be  magnified  by  bor- 
rowing a  large  share  of  the  total  capital  in- 
vested in  the  property. 


8  Prospectus,  Uris  Buildings  Corporation,  January 
30,  1964,  pp.  11-12. 

9  Annual  net  income  (before  depreciation,  interest, 
income  taxes,  and  equity  returns)  averaged  about  two- 
fifths  of  gross  income  during  each  year  since  1946  for 
private  rental  buildings  covered  by  reports  to  the  Na- 
tional Association  of  Building  Owners  and  Managers. 
For  findings  in  New  York  City  between  1905  and  1950, 
see  Leo  Grebler,  Experience  in  Urban  Real  Estate  In- 
vestment (New  York:  Columbia  University  Press, 
1955).  Leverage  is  discussed  in  Shipp  and  Fisher, 
"The  Postwar  Boom  in  Hotels  and  Motels,"  op.  tit. 


Expenses  of  operating  new  and  existing  of- 
fice buildings  increased  less  over  the  postwar 
period  than  gross  income  did,  according  to 
available  reports.  As  a  result,  average  annual 
net  income  per  square  foot  of  rented  floor  space 
more  than  doubled.  (Chart  7)  This  residual 
net  income  apparently  provided  an  adequate 
source  of  funds  to  repay  existing  indebtedness 
as  well  as  to  reimburse  owners  for  their 
investment. 

Occupancy  rates  in  office  buildings,  after 
reaching  an  historically  high  level  in  1947,  be- 
gan edging  down.  They  declined  slowly  through 
most  of  the  1950's  as  the  supply  of  available 
floor  space  expanded  more  than  the  amount  of 
occupied  floor  space.  By  1965,  however,  aver- 
age occupancy  rates  were  still  above  levels 
reported  in  the  mid-1920's,  although  such  long- 
term  comparisons  are  far  from  precise. 
(Chart  8) 

With  occupancy  remaining  high,  net  income 
derived  from  building  operations  picked  up 
sharply  after  the  mid-1940's.  By  about  1952, 
it  attained  a  level  close  to  the  peaks  of  more 
than  two  decades  earlier.  Thereafter,  it  con- 
tinued up. 

This  sharp  rise  in  net  operating  income  that 
began  in  the  mid-1940's  furnished  the  basis  for 
what  must  have  been  a  rapid  increase  in  capi- 
talized values  of  office  buildings.  This  uptrend, 
coupled  with  expectations  of  still  further  rises 
in  net  income,  undoubtedly  provided  a  strong 
incentive  for  the  construction  boom  that 
emerged  during  the  early  1950's. 

Since  the  mid-1950's,  anticipations  of  con- 
tinued increases  in  net  income  at  the  earlier 
annual  pace  have  not  been  fully  realized,  judg- 
ing from  the  charted  series.  (Charts  7  and  8) 
It  is  not  clear,  however,  to  what  extent  the 
declining  rate  of  increase  in  net  income  through 
1964  —  and  the  absolute  decline  in  1965  ■ —  may 
reflect  more  than  inadequacies  of  data  based 
on  consolidated  annual  reports  of  a  varying 
number  of  buildings  in  a  changing  number  of 
cities. 
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Chart  8 

Office  Building  Operating  Experience  and  Occupancy  Rates 


Dollars  per  square  foot 
per  year 

5 


Office  buildings  and  hotels-motels  share  cer- 
tain economic  features  applicable  to  all  types 
of  income-producing  properties.  The  impact  of 
such  influences  as  supply,  demand,  financing, 
and  leasing  on  office-building  markets,  however, 
differs  greatly  from  that  on  hotel-motel  mar- 
kets. A  brief  summary  of  some  of  these  simi- 
larities and  differences  emphasizes  the  wide 
variation  that  exists  in  the  nature  and  quality 
of  income-producing  real  estate  collateral. 

The  postwar  office  boom,  like  the  motel  boom, 
dates  from  the  early  1950's.  The  hotel  boom 
got  under  way  somewhat  later.  Initially,  new 
construction  of  hotels  and  office  buildings  was 
limited,  or  even  forestalled,  by  the  moderniza- 
tion of  prewar  buildings  that  added  to  the 
downtown  supply  of  high-quality  space. 

New  office  construction  was  also  dampened 
by  the  conversion  of  other  types  of  buildings 
to  office  use.  The  amount  of  floor  space  con- 
verted to  office  use  in  many  localities  exceeded 
the  amount  of  office  floor  space  removed  by 
demolition. 

New  hotel-motel  construction,  in  contrast, 
was  buoyed  by  many  conversions  of  older  fa- 
cilities to  other  uses.  There  were  many  demo- 
litions, too,  partly  to  make  way  for  new  office 
buildings.  Both  these  stimulative  forces  on  new 
construction  helped  to  offset  the  lack  of  any 
substantial  growth  in  aggregate  demand  for 
hotel-motel  rooms. 

The  motel  boom  developed  largely  to  meet  a 
shift  in  private  hotel-motel  demand  toward  out- 
lying sites.  The  office  boom  emerged  mainly 
to  serve  an  expansion  in  aggregate  public  and 
private  demand,  accompanied  by  some  shift  to- 
ward suburban  locations.  Each  of  the  hotel, 
motel,  and  office  booms  responded  to  a  consid- 
erable upgrading  in  demand. 

Postwar  demand  for  office  floor  space  ex- 
panded as  office-type  activities  multiplied  and 
as  employment  of  office  workers  grew  despite 
greater  use  of  office  machines  and  equipment. 
The  expansive  effect  was  probably  magnified 
by  an  increase  in  the  share  of  total  office  em- 


ployment that  found  accommodation  in  office 
buildings.  It  was  apparently  reinforced  by  an 
increase  in  the  use  of  office-building  floor  space 
per  office  worker  —  a  form  of  undoubling  that 
may  be  more  typical  of  housing  markets  than 
of  hotel-motel  markets. 

Total  demands  for  transient  space  undoubt- 
edly rose,  too,  over  the  postwar  years.  But  the 
share  of  the  total  that  went  to  hotels  and  motels 
declined.  Competing  outlets  —  ranging  from 
travel  trailers  to  overseas  vacations  —  cap- 
tured a  larger  portion  of  the  market.  Also,  the 
number  of  consecutive  nights  spent  in  hotels 
and  motels  by  the  average  guest  probably  de- 
clined as  a  result  of  improvements  in  trans- 
portation and  communication.  If  so,  the  ac- 
celerated turnover  of  hotel-motel  guests  worked 
against  new  construction  because  the  existing 
supply  of  rooms  could  serve  more  clients  per 
year. 

Office  occupancy  —  in  contrast  to  transient 
hotel-motel  tenancy  —  runs  in  terms  of  years 
if  not  decades.  Once  occupied,  office  floor  space 
remains  off  the  market  until  vacated.  Thus 
owners  of  rental  buildings  may  be  assured  of 
some  income  well  into  the  future.  The  slow 
turnover  of  many  office  tenants  bound  by  long- 
term  leases  and  capable  of  crowding-up  tem- 
porarily pending  a  future  move  makes  it  neces- 
sary from  time  to  time  for  developers  to  assume 
the  unexpired  portion  of  their  leases  in  order 
to  attract  them  into  new  buildings.  Such  prac- 
tices are  unheard-of  in  hotel-motel  markets. 

Hotel-motel  occupancy  is  reflected  in  variable 
and  uncertain  weekly,  monthly,  and  seasonal 
tenancy,  rent  schedules,  and  operating  income. 
The  almost  daily  turnover  of  clientele  in  older 
hotels  and  motels  works  in  favor  of  new  con- 
struction, since  the  latest  facilities  can  compete 
for  the  entire  local  market  of  guests  who  are 
free  to  pick  and  choose.  The  need  to  re-rent 
hotel-motel  rooms  many  times  a  year  makes 
for  a  rapid  rate  of  obsolescence  of  existing  fa- 
cilities lacking  up-to-date  amenities.  It  places 
an  even  higher  premium  on  the  intangible 
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quality  of  management  than  in  office  buildings. 

A  surprisingly  large  share  of  new  postwar 
office  floor  space  has  been  custom-built  for  oc- 
cupancy by  public  or  private  owners  or  for 
rental  by  private  owners  to  one  large  tenant. 
All  hotels  and  motels,  on  the  other  hand,  have 
been  erected  for  private  ownership  and  specu- 
lative rental  in  small  units  to  many  private 
tenants.  These  differences  result,  among  other 
things,  in  different  sources  and  practices  of 
financing  office  and  hotel-motel  building. 

For  new  office  buildings,  mortgage  borrow- 
ing may  represent  an  even  smaller  share  of 
total  debt  financing  than  for  hotels  and  motels. 
A  tenth  to  a  fifth  of  all  postwar  office  construc- 
tion may  have  been  financed,  in  effect,  by  the 
sale  of  federal,  state,  or  local  government  obli- 
gations. Another  unknown  but  substantial 
share  has  been  underwritten  through  the  pri- 
vate placement  or  public  sale  of  corporate 
bonds,  and  through  sale-leaseback  transactions 
— probably  a  higher  share  than  for  hotels  and 
motels. 

Typical  terms  of  mortgages  secured  by  office 
buildings  appear  to  have  been  somewhat  more 
liberal  than  on  hotel-motel  collateral,  largely 
because  of  longer  maturities  on  office  leases. 
In  part,  however,  the  more  liberal  terms  on 
office  loans  reflect  the  fact  that  certain  other 
provisions  have  been  stricter.  Office-building 
loan  agreements  often  call  for  advance  approval 
by  the  lender  of  major  tenants,  or  make  partial 


disbursements  of  funds  contingent  on  the  pace 
of  leasing  floor  space,  or  require  assignment  to 
the  lender  of  completed  leases.  Such  provisions 
cannot  apply  to  the  financing  of  hotels  and 
motels  where  long-term  leasing  is  not  the  rule. 

Changing  federal  income-tax  laws  and  regu- 
lations have  undoubtedly  exerted  a  somewhat 
different  impact  on  office  building  than  on 
hotel-motel  construction.  These  changes  have 
presumably  had  little  direct  effect,  if  any,  on 
public  office  construction  or  on  decisions  of 
public  agencies  to  rent  floor  space  in  new  pri- 
vately-owned office  buildings.  For  private  office 
tenants  like  advertising  agencies,  relatively 
high  postwar  income-tax  rates  may  have  made 
new  office  floor  space  seem  more  financially 
attractive  by  dulling  the  bite  of  their  higher 
rents,  even  though  rents  represent  a  minor 
business  expense.  No  such  consideration  ap- 
plies, of  course,  to  occupancy  of  hotels  or  motels 
by  vacationing  families  or  others  who  cannot 
deduct  their  outlays  as  business  expenses. 

Since  1954,  liberalized  depreciation  allow- 
ances on  new  buildings  for  federal  income-tax 
purposes  undoubtedly  has  given  impetus  to 
some  speculative  construction  of  private  offices 
as  well  as  hotels  and  motels,  and  to  the  sale 
and  resale  of  others.  These  incentives  were 
further  enhanced  by  reported  experience  in 
operating  existing  structures  that  proved  to  be 
generally  more  favorable  for  office  buildings 
than  for  hotels  and  motels. 
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APPENDIX 


Notes  on  Charts  and  Table 

Chart  1,  page  7,  depicts  heretofore  unpub- 
lished Census  Bureau  estimates  of  the  annual 
value  of  new  construction  put  in  place  for 
privately-owned  office  buildings.  This  annual 
series,  which^BKoludes  the  value  of  land,  was 
terminated  after  1965.  Dotted  lines  between 
1946  through  1949  indicate  rough  estimates 
made  by  the  author.  The  data  through  1958 
cover  48  states;  thereafter,  they  cover  50  states. 

The  volume  of  construction  shown  in  the 
chart  includes  all  private  buildings  used  pri- 
marily for  the  rental  of  office  floor  space,  or 
to  house  such  owners  as  financial  institutions. 
It  accordingly  covers  banks,  savings  and  loan 
association,  professional,  administrative,  gen- 
eral-purpose, and  similar  office  buildings.  It 
excludes,  however,  office  buildings  erected  by 
privately-owned  public  utilities,  which  are 
classed  as  public  utility  construction. 

By  definition,  the  data  exclude  all  new  pub- 
licly-owned structures.  Other  information  sug- 
gests that  public  office  buildings  may  account 
for  as  much  as  a  tenth  or  more  of  total  private 
and  public  office  construction. 

Prior  to  1966,  private  office  buildings  were 
classed  under  the  special  category  of  "office 
buildings  and  warehouses."  (Before  1956,  this 
category  excluded  warehouses  built  for  com- 
merical  establishments  not  engaged  in  selling 
storage  space,  such  as  a  warehouse  for  a  de- 
partment store.)    Of  the  total  annual  private 


construction  classed  under  "office  buildings  and 
warehouses"  between  1950  and  1965,  the  Census 
Bureau  estimates  that  office  buildings  accounted 
for  between  70  and  90  per  cent. 

Since  January  1966  (and  in  data  revisions 
going  back  to  1962  in  the  current  series  now 
being  published),  new  private  office  building 
construction  has  been  included  under  the  gen- 
eral category  of  "commercial  construction." 
This  category  also  includes  warehouses,  stores, 
restaurants,  and  garages. 

With  the  change  in  published  detail  has  come 
a  change  in  definition  of  "office  buildings"  which 
are  classed  as  commercial  construction.  The 
present  series  now  being  published  generally 
excludes  from  this  category  any  building 
erected  by  an  owner  whose  primary  activity 
lies  in  some  other  field.  Office  buildings  erected 
by  educational  institutions,  for  example,  are 
now  classed  as  educational  rather  than  com- 
mercial construction.  Those  erected  by  indus- 
trial firms  would  ordinarily  be  classed  under 
"office  building"  construction  only  if  built  else- 
where than  on  a  plant  site,  and  not  for  the 
exclusive  use  of  the  owner  or  its  parent  organi- 
zation. 

Before  the  recent  changes  were  made  in  the 
construction  series,  public  office  buildings  were 
classed  in  the  category  of  "administrative  and 
service  buildings."  This  category  also  included 
custom  houses,  courthouses,  State  capitols,  city 
halls,  jails,  penitentiaries,  police  stations,  and 
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firehouses.  In  the  present  series,  public  office 
buildings  are  classed  under  the  more  compre- 
hensive category  of  "other  public  buildings," 
which  includes  administrative,  service,  social, 
and  recreational  buildings.  This  is  where  the 
Port  of  New  York  Authority's  World  Trade 
Center  will  be  classed.  In  both  earlier  and 
later  series,  Department  of  Defense  office  build- 
ings —  such  as  the  Pentagon  Building  and  the 
Forrestal  Building  now  under  way  in  Wash- 
ington, D.  C.  —  are  classed  under  "military 
construction." 

Chart  2,  page  8,  depicts  building  permits 
issued  in  the  stated  number  of  local  jurisdic- 
tions for  the  construction  of  privately-owned 
"office  buildings,"  as  defined  in  the  note  to 
Chart  1. 

The  building-permit  valuation  data  shown  in 
Chart  2  and  cited  in  the  text  have  serious  limi- 
tations. They  ordinarily  reflect  certain  antici- 
pated construction  costs,  without  allowance  for 
later  cancellations  or  change  orders.  The  build- 
ing-permit figures  usually  understate  costs 
actually  incurred.  Costs  of  demolishing  or  mov- 
ing structures  on  sites  to  be  used  for  office 
buildings  are  excluded.  So  are  fees  for  archi- 
tectural and  engineering  work.  By  definition, 
costs  of  land  and  land  development  are  excluded 
as  well  as  all  costs  of  publicly-owned  structures. 

Many  permit-issuing  places  require  special 
permits  —  other  than  building  permits  —  for 
service  facilities  or  for  plumbing,  heating,  air 
conditioning,  elevators,  or  similar  equipment 
essential  to  the  general  use  of  the  structure. 
In  such  places,  the  value  of  private  building 
permits  considerably  understates  costs  of  con- 
structing office  buildings  for  which  this  type  of 
equipment  is  an  integral  part. 

Chart  3,  page  14,  depicts  annual  new  build- 
ing of  rental  office  floor  space  and  annual 
demolition  of  office  floor  space  in  downtown 
Chicago.  The  data  come  from  records  of  the 
Building  Managers  Association  of  Chicago.  The 
statistics  exclude  floor  space  in  small  2-  or 
3-story  office  buildings. 

Table  1,  page  22,  gives  data  on  floor  space 
built  in  private  and  public  office  buildings  in 
downtown  Chicago.  The  compiled  statistics  are 
based  on  records  of  the  Building  Managers 
Association  of  Chicago.  The  data  compiled  in 
the  table  exclude  space  added  either  by  conver- 
sion or  by  additions  to  existing  structures.  They 
also  exclude  space  in  small  2-  or  3-story  office 
buildings. 

Chart  4,  page  25,  depicts  persons  with  se- 


lected  office-type  occupations.  The  data  are  for 
the  pc.onomica.llv j^ctivo  civilian  nonnlation.  in- 
cluding the  following  arbitrarily-selected  occu- 
pations:  stenographers,  typists,  and  secretaries; 
office  machine  operators,  bookkeepers  and  cash- 
iers; insurance  agents,  brokers,  and  under- 
writers; advertising  agents  and  salesmen;  real 
estate  agents  and  brokers;  stock  and  bond  sales- 
men; accountants  and  auditors;  architects; 
dentists;  designers  and  draftsmen;  engineers, 
technical;  lawyers  and  judges:  messengers  and 
office  boys;  physicians  and  surgeons;  managers, 
banking  and  other  finance;  managers,  insurance 
and  real  estate;  attendants,  physician's  and  den- 
tist's office;  clerical  and  kindred,  other.  The 
sources  are  U.  S.  Bureau  of  the  Census,  His- 
torial  Statistics  of  the  United  States  (Wash- 
ington, D.  C:  USGPO,  1960),  p.  75,  and  U.  S. 
Census  of  Population:  1960.  Subiect  Reports, 
Occupational  Characteristics.  Final  Report 
PC(2)-7A.  (Washington,  D.  C:  USGPO, 
1963),  Table  1.  The  figures  imply  that  growth 
in  splpctpn1  officp-tvnp  occupations  between  1940 
and  1960  accounted  for  a  record  third  of  the 
aggregate  growth  in  the  total  economically 
active  population. 

Chart  5,  page  27,  depicts  rented  office  floor 
space  per  office  tenant  and  per  office  worker  in 
buildings  for  which  reports  are  available.  The 
data  come  from  the  Office  Building  Experience 
Exchange  Report  published  annually  by  the 
National  Association  of  Building  Owners  and 
Managers.  They  represent  the  consolidated  re- 
sults of  voluntarily-submitted  reports  for  a 
varying  number  of  private  rental  buildings  of 
assorted  ages  in  a  varying  number  of  cities, 
largely  located  elsewhere  than  in  New  York 
City.  In  1965,  only  seven  private  office  buildings 
in  New  York  City  were  included  in  the  Re- 
port out  of  a  total  of  more  than  2,100  on  the 
property-tax  rolls,  of  which  many  were  prob- 
ably quite  small  in  size.  Coverage  varies  among 
other  cities,  too,  since  local  reports  may  relate 
solely  to  certain  larger,  professionally-managed 
structures  often  held  by  longer-term  owners. 
The  consolidated  results  thus  reflect  variations 
from  year  to  year  in  coverage  and  location  of 
new  and  old  buildings  as  well  as  real  changes 
in  operating  experience.  Centrally-located  of- 
fice buildings  are  probably  better  represented 
than  outlying  ones. 

The  charted  data  and  related  statistics  imply 
the  following  changes  in  office  buildings  and 
office  occupancy  since  1952,  the  first  year  for 
which  the  charted  data  are  available. 
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1952 
573 


1965 

598 


Number  of  buildings  reported 
Number  of  square  feet  of  rentable 

office  floor  space  (millions)  61.3  77.6 

Number  of  square  feet  of  rented 

office  floor  space  (millions)  60.3  74.1 

Average  number  of  square  feet  of 

rentable  office  floor  space  per 

office  building  (thousands)  106.6  129.8 

Average  number  of  square  feet  of 

office  rented  floor  space  per  office 

tenant  1,113  2,622 

Total  number  of  office  tenants  54,169  28,271 
Average  number  of  square  feet  of 

rented  office  floor  space  per  office 

worker  121.1  124.0 

Total  number  of  office  workers  497,857  597,805 
Average  number  of  office  workers 

per  office  tenant  (rounded)  9  21 

Average  number  of  office  tenants 

per  office  building  (rounded)  94  47 

Average  number  of  office  workers 

per  office  building  (rounded)  866  1,000 

Chart  6,  page  31,  depicts  domestic  offices  of 
commercial  banks,  mutual  savings  banks,  and 
savings  and  loan  associations  within  the  United 
States.  Sources  are  the  annual  reports  of  the 
Federal  Deposit  Insurance  Corporation  and  the 
Savings  and  Loan  Fact  Book  of  the  United 
States  Savings  and  Loan  League. 

Charts  7  and  8,  pages  39  and  41,  depict  an- 
nual operating  experience  in  reporting  rental 
office  buildings  per  square  foot  of  rented  office 
floor  space.  Net  income  is  before  depreciation, 
interest,  income  taxes,  or  returns  to  equity 
owners.  For  source  and  comments,  see  under 
Chart  5.  Semi-annual  occupancy  and  use-of- 
space  reports,  with  broader  coverage  than  the 
annual  data,  are  published  by  the  same  source 
in  Skyscraper  Management.  The  semi-annual 
statistics  have  much  the  same  general  limita- 
tions that  the  annual  ones  do. 

Additional  References 

Sources  of  information  about  office-building 
markets  range  widely.  They  include  prospec- 
tuses and  annual  reports  of  builders,  developers, 
and  real  estate  investment  firms,  periodic  re- 
ports of  local  chapters  of  the  National  Associa- 
tion of  Building  Owners  and  Managers,  and 
releases  of  real  estate  boards,  city  planning 
agencies,  and  office  leasing  or  investment 
brokers  as  well  as  newspaper  and  magazine 
articles.  The  following  selected  list  of  published 
materials  may  also  prove  to  be  useful,  in  addi- 
tion to  the  references  cited  in  the  text. 


American  Institute  of  Real  Estate  Appraisers, 
"Trends  of  Office  Building  Design  and  Compara- 
tive Operating  Studies  of  New  and  Old  Build- 
ings," 1963. 

Bower,  Joseph  L.,  "Investment  in  Commercial  Con- 
struction," The  Review  of  Economics  and  Sta- 
tistics, August  1965. 

Buildings:  The  Magazine  of  Building  Management, 
published  monthly  by  the  Stamats  Publishing 
Company,  Cedar  Rapids,  Iowa 

Bureau  of  Labor  Statistics,  "Adjustments  to  the 
Introduction  of  Office  Automation,"  Bulletin  No. 
1276  (May  1960). 

 __,  "Impact  of  Office  Automation  in  the 

Insurance  Industry,"  Bulletin  No.  1468  (1966). 

 ,  "Technological  Trends  in  Major  Amer- 


ican Industries,"  Bidletin  No.  1474  (February 
1966). 

Carlson,  David  B.,  "The  Low  Cost  of  Fine  Build- 
ings," Architectural  Forum,  June  1961. 

Fisher,  Ernest  M.,  and  Fisher,  Robert  Moore, 
Urban  Real  Estate  (New  York:  Holt,  1954). 

Friedenberg,  Daniel  M.,  "The  Coming  Bust  in  the 
Real  Estate  Boom,"  Harpers,  June  1961. 

General  Services  Administration,  Public  Buildings 
Service,  "Office  Arrangement  and  Layout,"  Sep- 
tember 1963. 

Greenblatt,  Louis,  "Financing  Through  Sale  and 

Leaseback  of  Banking  Premises,"  The  Bankers 

Magazine,  Spring  1954. 
Guedalia,   Jules   A.,    "Economics    in  Commercial 

Modernization,"  Building  Research,  March-April 

1965. 

Hanford,  Lloyd  D.,  Sr.,  Development  and  Manage- 
ment of  Investment  Property  (Chicago:  Institute 
of  Real  Estate  Management,  1964). 

National  Association  of  Real  Estate  Boards,  "The 
Real  Estate  Market,"  a  periodic  report  on  resi- 
dential, commercial,  industrial,  and  farm  prop- 
erties. 

National  Stationery  and  Office  Equipment  Associa- 
tion, "How  to  Plan  Your  Office  Space,"  1965. 

"Real  Estate  and  Building,"  The  New  York  Society 
of  Security  Analysts  lecture  series,  February 
1963. 

"Report  to  the  President  by  Ad  Hoc  Committee  on 
Federal  Office  Space,"  Washington,  D.  C,  May 
23,  1962. 

Schechter,  Henry  B.,  "An  Analysis  of  Commercial 
Construction,"  Land  Economics,  May  1950. 

Sheridan,  Leo  J.,  "Office-Building  Renting  and  Ad- 
vertising Policies,"  Harvard  Business  Revieiv, 
October  1929. 

Shultz,  Earle,  and  Simmons,  Walter,  Offices  in  the 
Sky  (New  York:  Bobbs-Merrill,  1959). 

Skyscraper  Management,  published  monthly  by  the 
National  Association  of  Building  Owners  and 
Managers. 


47 


ABOUT  THE  URBAN  LAND  INSTITUTE 


Founded  in  1936,  the  Urban  Land  Institute  is  an  independent,  non- 
profit research  organization  which  has  played  a  key  role  in  develoipng 
successful  techniques  for  the  building-  and  rebuilding  of  American  cities. 

Members  of  ULI  include  land  developers,  builders,  architects,  city 
planners,  investors,  planning  and  renewal  agencies,  financing  institutions 
and  a  wide  range  of  others  with  a  professional  interest  in  urban  space. 

Each  of  the  Institute's  three  Councils — Central  City,  Community 
Builders  and  Industrial — is  headed  by  an  Executive  Group  of  25  leaders 
with  national  experience.  These  authorities  are  available  to  serve  on 
panels  which  study  specific  problems  in  renewal  and  development. 

Through  publications,  conferences  and  research  projects,  the  Institute 
provides  a  clearinghouse  of  practical  information  on  urban  land  use.  Pub- 
lications include  the  monthly  Urban  Land  which  covers  news  and  trends 
in  city  development,  Technical  Bulletins  and  Research  Monographs.  ULI's 
three  Councils  conduct  frequent  conferences. 


OTHER  PUBLICATIONS  OF  URBAN  LAND  INSTITUTE 


Technical  Bulletins— Issued  Periodically 

(Numbers  not  listed  are  out-of-print) 


No.  26.  Crowded  Streets — A  Symposium  on  Public 
Transportation,  $4.00. 

No.  28.   Europe's  Reborn  Cities,  by  Leo  Grebler,  $5.00. 

No.  30.  Shopping  Centers  Re-Studied,  by  J.  Ross 
McKeever. 

Part  Two — Practical  Experiences,  $5.00. 

No.  31.  The  New  Highways:  Challenge  to  the  Met- 
ropolitan Region,  $3.00. 

No.  32.  The  Effects  of  Large  Lot  Size  on  Residential 
Development,  by  Mass.  Dept.  of  Commerce 
and  Urban  Studies  Section,  M.I.T.,  $3.00. 

No.  33.  A  Re-examination  of  the  Shopping  Center 
Market,  by  Homer  Hoyt,  $2.00. 

No.  34.  The  Challenge  of  Urban  Renewal,  by  Mr. 
Carter  McFarland,  $3.00. 

No.  35.  Banking  Expansion — New  Frontiers  Ahead,  by 
Robert  H.  Armstrong,  $3.00. 

No.  36.  Securing  Open  Space  for  Urban  America:  Con- 
servation Easements,  by  William  H.  Whyte, 
Jr.,  $3.00. 

No.  37.  Dynamic  Factors  in  Land  Values,  by  Homer 
Hoyt,  $2.00. 

No.  38.  The  Urban  Real  Estate  Cycle— Performances 
and  Prospects,  by  Homer  Hoyt,  $2.00. 

No.  39.  Investors  and  Downtown  Real  Estate — Opin- 
ion and  Comment,  by  Arthur  M.  Weimer, 
$3.00. 

No.  40.  New  Approaches  to  Residential  Land  Devel- 
opment, A  Study  of  Concepts  and  Innovations. 
Harman,  O'Donnel  &  Henninger  Assoc.,  Inc., 
Technical  Advisors,  $6.00. 

No.  41.  Industrial  Districts  Restudied,  An  Analysis  of 
Characteristics,  by  Robert  E.  Boley,  $5.00. 

No.  42.  Density  Zoning — Organic  Zoning  for  Planned 
Residential  Developments,  by  Eldridge  Love- 
lace and  William  L.  Weismantel,  $5.00. 


No.  44.  Industrial  Districts:  Principles  in  Practice,  by 
Robert  E.  Boley,  $10.00. 

No.  45.  The  Patio  House,  by  William  K.  Wittausch, 
$5.00. 

No.  46.  Airspace  in  Urban  Development,  by  Michael 
M.  Bernard,  $2.00. 

No.  47.  Innovations  vs.  Traditions  in  Community  De- 
velopment, A  Comparative  Study  in  Residential 
Land  Use.  Harman,  O'Donnell  &  Henninger 
Assoc.,  Inc.,  Technical  Advisors.  $6.00. 

No.  48.  Buried  Cables,  A  Survey  of  Buried  Electric 
Distribution  for  Residential  Land  Develop- 
ment, by  George  C.  Bestor,  $3.00. 

No.  49.  Planning  and  Developing  Waterfront  Prop- 
erty, by  William  B.  Rick,  $3.00. 

No.  50.  The  Homes  Association  Handbook,  by  Byron 
R.  Hanke  and  others,  $10.00. 

No.  51.  Baltimore's  Charles  Center — A  Case  Study  of 
Downtown  Renewal,  edited  by  Martin  Mills- 
paugh,  $5.00. 

No.  52.  Legal  Aspects  of  Planned  Unit  Residential  De- 
velopment, by  Jan  Krasnowiecki,  Richard  F. 
Babcock  and  David  N.  McBride,  $6.00. 

No.  53.  Parking  Requirements  for  Shopping  Centers, 
A  Survey,  $4.00. 

No.  54.  Downtown  Denver —  A  Guide  to  Central  City 
Development,  edited  by  Mechlin  D.  Moore, 
$5.00. 

No.  55.   Where  the  Rich  and  the  Poor  People  Live,  by 

Homer  Hoyt,  $4.00. 
No.  56.   Store  Location  and  Customer   Behavior,  by 

Claude  Gruen  and  Nina  J.  Gruen,  $3.00. 
No.  57.   Open  Space  Comunities  in  the  Market  Place, 

by  Carl  Norcross,  $6.00. 


Research  Monographs— Issued  Periodically 

Single  Copies  $4.00;  $2.00  to  ULI  Members  and  Libraries 


No.    1.   Urban   Real  Estate  Research,  by   David  T. 
Rowlands. 

No.    3.  Urban  Real  Estate  Research— 1959,  by  David 
T.  Rowlands. 

No.    4.  Property  Taxation  and  Urban  Development,  by 
Mary  Rawson. 

No.    5.  Urban  Real  Estate  Research- — 1960,  by  Jerome 
P.  Pickard  and  Arlene  G.  Balaban. 

No.    6.  Changing  Urban  Land  Uses  as  Affected  by 
Taxation,  by  Jerome  P.  Pickard. 


No. 

7 

No. 

8 

No. 

9 

No. 

10 

No. 

11 

No. 

12 

Property  Taxation  and  Urban  Land  Use  in 

Northeastern  New  Jersey,  by  Morris  Beck. 

Urban  Real  Estate  Research — 1961,  by  Jerome 

P.  Pickard  and  Arlene  G.  Balaban. 

Urban  Real  Estate  Research — 1962,  by  Jerome 

P.  Pickard  and  Arlene  G.  Balaban. 

Urban  Real  Estate  Research — 1963,  by  Jerome 

P.  Pickard  and  Gene  C.  Tweraser. 

Urban  Real  Estate  Research — 1964,  by  Jerome 

P.  Pickard  and  Gene  C.  Tweraser. 

Taxation  and  Land  Use  in  Metropolitan  and 

Urban  America,  by  Jerome  P.  Pickard. 


The  Community  Builders  Handbook 

A  textbook  covering  all  phases  of  residential  community  and  shopping  center  development.  (Available  Fall 
1967). 


Shopping  Center  Studies 

Standard  Manual  of  Expense  Accounts  for  Shopping  Centers. 

The  working  manual  for  specialized  accounting  techniques  fitted  to  the  needs  of  shopping  center  operations. 

Single  copies  $5.00. 
Operation  Shopping  Centers,  by  Donald  L.  Curtiss. 

The  guidebook  to  effective  management  and  promotion  of  shopping  centers.   $15.00  per  copy;  $10.00  to  ULI 
members. 

The  Dollars  and  Cents  of  Shopping  Centers— Part  II:  Tenant  Characteristics.  $10.00  per  copy;  $8.00  to  ULI  members. 
The  Dollars  and  Cents  of  Shopping  Centers— 1963.  $16.00  per  copy;  $12.00  to  ULI  members. 
The  Dollars  and  Cents  of  Shopping  Centers— 1966.  $16.00  per  copy;  $12.00  to  ULI  members. 
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